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e In the Record e 


Science of Forecasting 


Wholesale prices reached a peak toward the end of 1956 and 
have since been relatively stable. But retail prices steadily rose 
month by month as a general thing throughout 1956 and the 
first quarter of 1957. What is the to-be-expected relationship 
between wholesale and retail prices? Do wholesale prices 
normally stop rising before retail prices? Do the two sets more 
or less move up or down together? Is there cyclical significance 
in their recent divergence? : f 

See discussion on page 269 


Is Forecasting a Science? 


Apropos the use of cyclical indicators are the following re- 
marks from a letter addressed to the editor: 


“Tt should come as no surprise that Mr. Sachs’ 
critique and exposition [in the May issue] of the 
alternate forecasting techniques of ‘cyclical indicator’ 
and ‘sectors of national product’ interested me greatly. 
To the extent that the use of our charts put us in the 
position of being a kind of scapegoat for many of Mr. 
Sachs’ remarks, a few words of comment seem appro- 
priate. 

“As a ‘few words’ so often do, they have managed to 
expand into an article of their own. . . .” 


Mr. Lempert’s “few words” are to be found starting on 
page 264. What he has to say he says well. We'd be glad to 
hear from others on the subject. 


A Valuable Forecasting Tool 


A number of our readers have written giving their reactions 
to our quarterly survey of capital appropriations. A steel 
company market research executive, for example, thinks 
that our— 

“new series will be one of the most valuable contribu- 
tions which you could make to a more thorough under- 
standing of the capital goods area . . . which, as you 
know, we treat with a great deal of respect in our fore- 
casting work. . . . It will definitely provide a lead in- 
dicator, particularly if it can be made available without 
too much time lag . . . our short-term forecasting 18 
severely handicapped by the time problem in receiving 
significant series... .” 


A Commonwealth embassy asking for extra copies feels— 


“we are fully justified in describing the series as an- 
other valuable tool in forecasting economic trends... . 
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An electrical manufacturing company writes for several 
hundred copies so that it can— 


“provide copies of the survey to [its] individuals re- 
sponsible for the preparation of short and long-range 
business projections.” 


Turn to page 290 for the latest of these quarterly surveys 
on the appropriation plans of the 1,000 largest companies. 


Accounts Receivables: To Tighten or Not To Tighten? 


A controller of a firm reports that his company does not 
believe in— 


“varying credit policy with the business cycle. A cus- 
tomer should be accepted on a permanent basis or not at 
all. It is unfair to him to refuse credit when the going is 
tough if he 1s holding his own with his industry. Such a 
policy on our part would accentuate fluctuations in our 
own volume by cutting out accounts when our volume is 
already suffering and adding new accounts when our 
volume is booming.” 


Conversely, the credit manager of another firm indicates 
that— 


“‘merchants who had been habitually slow payers and 
the more marginal operators have come under closer 
scrutiny. In some instances our lines of credit to them 
have been substantially reduced or the account closed out.” 


Executive experience, practice and opinion on collections 
are aired beginning on page 278. Tables provide quick industry 
scanning. 


And speaking of letters, 


An executive of a railroad company having made its own 
mark in promotional writing tells us: 


“Yes, I want a chartbook of current business trends. 
Your catchy offer on the back cover of The Business 
Record for May, 1957, did not escape my attention. By 
all means, place my name on your mailing list.” 


We call your attention on the back cover of the current issue 
to two other of our recent publications that you have received 
and that we believe merit your study. They are both on the 
crucial subject of wages, costs and prices. 


INTO THE SECOND HALF 


Business confidence itself is still the strongest element in the six-month outlook 


ITH A FEW notable exceptions, business in 

\ the first half of 1957 has behaved according to 

the anticipations held by analysts before the 
beginning of the year. 

Plant and equipment spending has been well main- 
tained; and plans for new spending have apparently 
been formed and executed into orders at a high, if 
slightly declining, rate.1 Consumers have continued to 
spend at about the level prevailing at year end in so far 
as goods are concerned, and their outlays for services 
have pursued the regular upward trend that has been a 
safe forecast throughout the past decade. Federal, state 
and local governments have continued to do what comes 
naturally. And residential building activity has stayed 
slack in evident response to the continued shortage of 
long-term funds. 

Two departures from expectations in the first half of 
the year have been the conspicuous failure of automo- 
bile sales to rise 10% above the sales rate in the com- 
parable period of 1956; and the unexpectedly early 
arresting of inventory growth. These departures from 
expectations have a special interest for the analyst, 
since they are in part contradictory. The failure of a 
market to rise to an anticipated level is usually accom- 
panied by involuntary accumulation. In 1957, it has 
thus far been accompanied by an end of all accumula- 
tion, and an early beginning of liquidation.” 

Since they have a depressing effect on the rate of 
orders, the simultaneous appearance of sluggish auto- 
mobile sales and inventory caution has doubtless put 
strong pressure on the expectations of businessmen for 
the future. And recently the trend of new-order volume 
has also been under pressure from the slow easing of new 
spending plans for capital goods. In many durables 
industries the only pressing complaint of businessmen 
concerns the volume of new business being booked. 


THE DURABLES HEARTLAND 


In the first quarter of 1957, sales of durables manu- 
facturers were actually slightly higher than in the pre- 


1 The Conference Board’s survey of capital appropriations by the 
thousand largest manufacturing concerns discloses that appropriations 
in the first quarter of 1957 were almost equal to the same quarter of 
1956. The June Commerce-SEC survey of capital spending in the 
second and third quarters of 1957 is not available at this writing. 

*JTn durables manufacturing there is some indication of mild in- 
voluntary accumulation in the first half. The bulk of inventory growth 
within the sector has been in finished goods stocks. 


ceding quarter, although on a month-to-month basis 
they exhibited no particular trend. However, new orders 
in these industries reached a peak as early as last 
November; they declined steadily during the first quar- 
ter. New orders fell below sales for the first time since 
late 1954, and backlogs turned significantly downward 
(see chart). 

The decline in backlogs is a joint consequence of 
several forces at work in the durabies sector. However, 
the level of backlogs, as well as their trend, has an 
obvious significance for production rates; and the level 
of backlogs remains substantial indeed. As of the end of 
the first quarter, durables manufacturers, on the aver- 
age, had over four months of business on the books at 
prevailing sales rates—about the same as at the end of 
1954, and not greatly different from the situation at the 
end of the first quarter of 1956, when backlogs were 
considered one of the important strengths in the busi- 
ness future. (The ratio of inventories to backlogs in total 
durables manufacturing is now somewhat higher than in 
the first quarter of 1956, but most of the increase is 
owing to a relatively sharp advance in the primary 
metals industry.) The backlog figures—which are more 
nearly a balance sheet than an operating-statement 
item—help to explain the confidence of businessmen, in 
the face of the slack condition of orders and operating 
rates in durables industries. 


OUTPUT vs. ORDERS 


By April, production activity had declined notably in 
most hard-goods lines. Primary metals industries were 
producing at a rate fully 10% below their peak of last 
September, and about 8% below April, 1956. In ma- 
chinery industries, current output was about 5% below 
the rate of last December, and slightly below the rate in 
April, 1956. In building materials, production has 
worked its way irregularly and slowly downward in 
1957, and is now almost 15% below its peak rate of last 
summer. Output in fabricated metals and in transporta- 
tion equipment has shown no clear trend in 1957; in 
both industries current production is above a year ago, 
but somewhat below levels reached in late 1956. 

_ It would be easy enough to read approaching difficul- 
ties into the composition of trends in durables manu- 
facturing in the first three months of 1957. In terms of 
current dollars, new orders have been declining for four 
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Sales, Orders and Backlog Trends in Durables Industries 
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months; the sales rate has declined, backlogs are falling, 
and inventories rising. But none of these trends has been 
prolonged or become steep, and behind all of them lies 
the high level of backlogs developed during the capacity 
operations of 1955 and the first half of 1956. 

Businessmen have remained optimistic that their 
backlogs will see them through. Their optimism has 
been enhanced by the apparent ease with which inven- 
tory growth has been arrested, and also by the splendid, 
if slightly bewildering, behavior of the stock market in 
April and May. 


A REASONABLE SECOND-HALF ATTITUDE 


Confident caution may still be a reasonable attitude 
toward the second half. But one is tempted to stress the 
word “caution” at least as much as the word “confi- 
dent,”’ since it is difficult to see how the temper of sta- 
tistics in the third quarter can be more encouraging than 
they have been in the second quarter. Much, in fact too 
much, has been made of the fact that since automobile 
stocks are somewhat below their peak level of a year 
ago, automobile production in the second quarter can 
run well ahead of the second quarter of a year ago, even 
though sales may show little change. This implies that 
the level of automobile stocks will be rising during the 
second quarter, and that at midyear the dimension of 
dealer inventories will be no lower than a year ago. On 
the basis of industry figures for most of May, the auto- 
mobile sales rate remains at last year’s unimpressive 
levels, and there is accordingly a strong probability that 
the third quarter will see car production fall sharply— 
perhaps more sharply than last year. 

At the same time, opinion in the steel industry seems 
to be that inventory buying in anticipation of the pro- 
spective midyear price increase has now delayed a fur- 
ther decline in steel production into the third quarter. 
Any considerable decline in both steel and automobiles, 
even granting that much of it would be seasonal in 
nature, would hardly play favorably on business statis- 
tics. And the psychological influence of these declines 
might well be augmented if the present decline in ma- 
chinery orders and production should continue into the 
third quarter. 

AUTUMN EXPECTATIONS 


Given the unprepossessing appearance of the summer 
months, the optimism of businessmen has focused on the 
fourth quarter of the year. Here the possibility for 
coincident upturns in a number of areas, leading to a 
general business upturn, seems brighter (partly, of 
course, because it is a little farther removed from cur- 
rent uncertainties). In fact, a majority of business pub- 
lications, as well as a majority of businessmen, seem to 
subscribe to such an upturn. 

Underlying this prospect is the possibility of renewed 
strength in two of the three areas where weakness now 
exists—namely, automobiles and inventory demand. In 
both these cases, the proposition is simply that correc- 
tions are now in progress and will be complete by the 


end of the summer. In the third area—residential build- 
ing—the proposition is that correction has already been 
completed, and that at least a slow upturn in the season- 
ally adjusted rate of starts should be expected from here 
on out. Finally, there is the obviously justified proposi- 
tion that government spending is on the rise. Plant and 
equipment outlays do not figure as a strength in this 
optimistic outlook for the fourth quarter, but neither 
are they treated as a weakness. 


IMPORTANCE OF CONFIDENCE 


What is striking about this outlook is the way it 
hinges on business confidence itself. For example, there 
are few who would argue that in late 1957 manufac- 
turers would find it necessary to add to their inventories, 
or extend their inventory coverage; there is no reason to 
expect that any real shortages or delays in delivery will 
exist, even under favorable assumptions with respect to 
demand. Any important accumulation of inventory in 
the fourth quarter would have to reflect essentially 
speculative influences (i.e., hedging against a prospec- 
tive price rise). 

Similarly, an uptrend in housing starts in the fourth 
quarter would primarily represent builders’ opinions 
about the market for homes in 1958 (with due regard, of 
course, for the current and prospective availability of 
funds). And similarly with the automobile industry. The 
prospective strength of fourth-quarter automotive pro- 
duction is premised on producer attitudes about the 
1958 market (again with due consideration for the pos- 
sibility of a strike in the automobile industry at mid- 
1958). Finally, expectations of a stable level of plant and 
equipment expenditures at year end assume that busi- 
ness sentiment will, at the least, continue in its present 
comfortable state. 


PRESENT SITUATION vs. LATE 1954 


If present levels of confidence are maintained in the 
third quarter, the situation at the beginning of the 
fourth quarter would bear some resemblance to late 
1954, when a marked upsurge in general business did 
result. Particularly with respect to autos and housing, 
the resemblance might be almost strong; then, too, it 
was producer decisions in these two markets that turned 
general business around, and these decisions were 
quickly validated by strong consumer demand for both 
houses and cars. The advance in these two markets did 
finally precipitate a real need for inventory growth, and 
a real need for additional production capacity. The year 
1955 thus emerged as a year of general industrial expan- 
sion across a broad front. 

However, it is worth noting that the 1955 expansion 
appeared after a full year of substantial inventory ad- 
justment; a full year of extraordinarily easy money and 
liberal housing credit; and a full year of significant de- 
cline in plant and equipment outlays. Moreover, the 
brilliant response of the automobile market to the 1955 
models owed much to the rapid and progressive length- 
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ening of credit terms in late 1954 and 1955. The resem- 
blance to 1954 is thus far from complete. 

It is also possible to spell out an imperfect resemblance 
to late 1956, when an upturn developed late in the year 
which was attributable to inventory catch-ups in steel 
and relatively high production of new automobiles. A 
further contributor to this upturn was the emergence of 
Suez as a new area of international tension, with a sharp 
temporary increase in world demand for American 
petroleum, and in American demand for several com- 
modities produced in the Far East. As a lesson in 
caution, it should perhaps be stressed that this potent 
combination of national and international stimulants 
failed to produce a lasting upsurge in business activity. 

This review of trends pointing to late 1957 makes at 
least one point. As of the middle of the second quarter, 
the sentiment of businessmen (and also, apparently, of 
investors) seems to be notably better than one might 
expect in the light of statistics on business conditions. In 
the endless circle of economics, business sentiment is 
cause, as well as effect. If it holds at its present level 
through tribulations that seem to lie ahead for the third 
quarter, a general revival in the fourth quarter could 
appear, statistics to the contrary notwithstanding. But 
it remains possible that before the fourth quarter arrives 
the level of confidence will have moved down to the 
level of the statistics. 


SOUNDING CONSUMER SENTIMENT 


Much less sampled and much less vocal than the 
American businessman is the American consumer. One 
question about the presumed fourth-quarter revival is, 
of course, whether the consumer is in mental and finan- 
cial condition to support such a revival and communi- 
cate it from the originating industries to industry in 
general. In early 1955, he performed this function with 
such zest and alacrity that he swamped the origins of 
the expansion; the year is now known as a “consumption 
boom.” 

It is customary, now, to think of consumer attitudes 
as volatile, and influential. This view dates in part from 
the wild swings of personal spending during the early 
months of the Korean war, when the personal saving 
rate momentarily disappeared, and then rose to almost 
twice what was considered normal during the Thirties. 
It may be, in fact, that the volatility of personal spend- 
ing in postwar years has been somewhat exaggerated, 
owing both to the accidental appearance of scare buying 
waves, and to a perhaps temporary tendency of con- 
sumer debt to rise in erratic surges. The alternating 
bursts of spending and saving in recent years have, of 
course, been closely related to the bursts of net increase 
in instalment debt. 


STATUS OF PURCHASING POWER 


Because consumers’ expectations are volatile, there is 
no great point in attempting to assay their mental state 
six months hence. At the same time, a fourth-quarter 
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revival in business, in the absence of strong support from 
the consumer, would be (a) less probable and (b) should 
it occur, less significant. 

The slackness of retail markets in the first half has 
evidently been accompanied by a slight reduction in the 
personal saving rate. This amounts to saying that the 
upward drift in outlays for soft goods and services, 
which has been mainly a price phenomenon, has been 
proceeding somewhat faster than the updrift in income 
(which has been partly a wage phenomenon). As a 
result, the real purchasing power of after-tax income has 
been on a plateau for about nine months. The last sur- 
vey of consumer expectations, taken in early 1957 by the 
Survey Research Center at the University of Michigan, 
showed little change in consumers’ evaluations of their 
own financial situation. In the four months since the 
survey was taken, the trend of incomes, prices, debts 
and saving suggests, if anything, a lowering rather than 
an improvement of consumer expectations. 

AuBERT T. SOMMERS 
Division of Business Analysis 


Business Book Shelf 


Big Business and the Policy of Competition—This series of 
four lectures, originally given at Western Reserve Univer- 
sity in 1955, considers standards for the appraisal of big 
business and suggests directions for public policy. The 
author concludes that antitrust programs should rely pri- 
marily on case-by-case procedure supplemented by more 
basic information than is now available. By Corwin D, 
Edwards. The Press of Western Reserve University, Cleveland, 
1956, 180 pages. $3.50. 


Business Practices, Trade Position, and Competition—The 
author holds that the assumptions of classical economics 
have long since been rejected by management of large 
enterprises as an explanation of their actions and methods. 
He lays out an alternative set of postulates and traces their 
implications for industry and government policies. By 
Oswald Knauth. Columbia University Press, New York, 1956, 
181 pages. $3. 


Agriculture and Industry Relative Income—Presents a long- 
term look into the personal income of farmers compared 
with the average in nonfarm enterprises. The analysis deals 
primarily with the United Kingdom, Canada, Netherlands, 
Sweden and Eire, and with fifteen other countries, including 
the United States, in less detail. By J. R. Bellerby, in associa- 
tion with others. St. Martin’s Press, New York, 1956, 369 
pages. $6.75. 


Proxy Contests for Corporate Control—A treatise on the 
legal and practical problems of management and insurgents 
in a corporate proxy contest. Subjects are treated in their 
relation to the SEC’s rules and practices, stock exchange 
rules, and court decisions. Applicable sections of the Securi- 
ties Exchange Act of 1934 are included. By Edward R. 
Aranow and Herbert A. Einhorn. Columbia University Press, 
New York, 1957, 577 pages. $15. 


Capital Spending by Electric Utilities 
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tor-owned electric utilities is expected to reach an 

all-time high of $3.8 billion in 1957, or nearly 30% 
more than in 1956. In terms of national impact, the 1957 
figure represents roughly 40% of the estimated total 
dollar outlays for plant and equipment by all private 
industry. The upward trend in the electric utilities in- 
dustry is expected to continue, even if there should be 
some tapering off in the expansion plans of other 
industries. 


Sterne G for new plant and equipment by inves- 


A NEW ROUND OF EXPANSION 


This year’s spending program by power companies 
represents the first outlay in a new round of expansion 
of generating capacity. It is the spending echo of a rush 
of orders for generating equipment placed as far back as 
1955. These commitments were made during the final 
stages of the last capacity expansion, which began at the 
outset of the Korean war. The need for additional 
capacity was already apparent at that time. The fact 
that electrical equipment suppliers were offering unusu- 
ally large discounts in 1955, together with the prospect 
of higher raw material prices of commodities used in 
making generators, gave added impetus to the surge of 
ordering. The full impact of the program will not be felt 
until 1958, because of the long lead time between order- 


ELECTRIC UTILITIES 


CONTINUE TO GROW 


ing and installation of some of the newer and larger 
generators. 

In addition to increasing total operating capacity, 
utility companies are spending heavily on transmission 
and distribution facilities. In contrast to the fluctuating 
pattern of investment for generating equipment, ex- 
penditures for transmission and distribution have been 
climbing steadily in recent years. In all the postwar 
years except 1952 and 1953, power companies have 
spent more funds for transmission lines and distribution 
facilities than for generating equipment, and the end is 
not in sight. A general upward adjustment of transmis- 
sion voltages is needed on most major power systems. 
The voltages that predominate today are no longer in 
balance with the increased size of generating units that 
are in use, under construction, or in prospect. Transmis- 
sion circuits operating at 230 kilovolts or 345 kilovolts 
are expected to find increasing acceptance as time goes 
on; the conversion implies continued heavy spending on 
transmission and distribution. 

Rising demand for electric energy by every class of 
customer is expected to call for sharp additional in- 
creases in generating capacity in the next few years and 


Be. 
Growth in the Use of Electricity 
2443.5% 


PER CENT CHANGE 
1948 TO 1956 


ATOMIC. ENERGY 
COMMISSION 


1948 1956 
“Includes aluminum and magnesium and Atomic Energy Commission 
Sources: Edison Electric Institute; Electrical World 
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will necessitate large additional outlays for transporting 
greater quantities of power, over longer distances, at 
higher voltages. The trend, of course, is not immune to 
interruption; but it will take a major change in the out- 
look for power consumption to alter it significantly. 
According to the latest Electrical World survey 7.3 mil- 
lion kilowatts! of generating capacity were installed in 
1956. Still greater annual capacity additions are indi- 
cated for the next few years. The estimates include 
increments of 9.4 million kilowatts for 1957, 17.4 million 


kilowatts for 1958 and 13.3 million kilowatts for 1959. 


CONSUMPTION MOUNTS 


The dominant factor in the rapid expansion of electric 
capacity is the long-term growth in the use of electric 
power. Industry consumes more than 50% of the total 
kilowatt-hours sold by utilities. It probably will con- 
tinue as the main component of demand as more and 


1 These figures do not necessarily conflict with the Federal Power 
Commission statistics used in chart on page 256 which show lesser 
quantities for additions to capacity for these same years. The Federal 
Power Commission estimates cover only firm expansion plans of- 
ficially reported to them and reflect their incompleteness for later 
years. Furthermore, this capacity is measured by name plate ratings, 
whereas maximum rated capability is used in the Electrical World 
survey’s projections for capacity additions. The name plate rating is 
the basis of guarantee from the manufacturer to purchaser covering 
efficiency, temperature rise, etc., under certain specified conditions. 
In practice due to differences in operating conditions and to modifica- 
tions since installation, the actual capacity of generating units may 
be quite different, usually higher though sometimes lower than the 
name-plate rating 


Per Man-Hour Kilowatt-Hours on Rise 


The Bureau of Labor Statistics recently published a 
report containing estimates for the number of kilowatt- 
hours of electric energy consumed per production 
worker-hour. Between 1947 and 1953, kilowatt-hours 
consumed per production worker-hour increased al- 
most 40%. (Estimates derived from data in adjoining 
column show a rise of 42% for a comparable period.) 
Total production worker-hours increased 11% during 
this same period. 

KILOWATTS PER MAN-HOUR 


Excluding Primary, Metals 


All Manufacturing and Chemicals 


2.93 n.a. 
4.66 3.25 
5.76 S17 
8.01 §.11 


n.a. Not available afr 
ree: “Postwar Productivity Growth in the United States,” a paper pre- 
one at the International Conference on Productivity, Paris, France, by 
Division of Productivity and Technological Development, Bureau of Labor 
Statistics 


Two series are here presented for manufacturing 
industries because a significant portion of electric energy 
used by the aluminum, steel and chemical industries is 
not used for driving machinery but as a material or fuel 
input. Total energy consumption per man-hour in these 
industries is materially*higher than in manufacturing 
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more uses of electrical processes in manufacturing and 
power-driven machines are found. Recently there has 
been an intensified use of power by the steel, aluminum 
and magnesium, electrochemical and paper industries. 
The combined power requirements of these industries 
account for more than 50% of total industrial energy 
consumption. 


THREE EXAMPLES OF DEMAND GROWTH 


Aluminum and magnesium are good examples of 
growth industries with very high power requirements 
per unit of output; they consumed over 32 billion 
kilowatt-hours in 1956. This was 200% above the usage 
of electricity in the production of aluminum and 
magnesium in 1948. A further expansion of about the 
same magnitude is expected for the production of these 
two light metals by 1970. 

The use of electrical energy by the Atomic Energy 
Commission has climbed at an even more spectacular 
rate. In 1952, AEC installations used less than 7 billion 
kilowatt-hours. The next three years saw a successive 
doubling of consumption each year. By 1956, the AEC 
took 58 billion kilowatt-hours. This may be close to the 
peak net demand of the AEC; in the future, of course, 
atomic installations will gradually become net producers 
of electricity. 

Admiral Lewis L. Strauss, chairman of the Atomic 
Energy Commission, predicts that before the end of 
1957, five or six nuclear power plants will be in opera- 
tion. Early this year the experimental station at 
Argonne National Laboratory, near Chicago, went into 
operation. The 60,000-kilowatt installation of the 
Duquesne Light Company at Shippingport, Pennsy]l- 
vania, which will start operating in the latter part of 
this year, will be the first large-scale nuclear power plant 
in the United States generating power for commercial use. 

At present, there are sixty-nine companies taking part 
in fourteen nuclear reactor projects for the development 
and construction of atomic power plants. In addition, 
fifty-nine electric companies are studying atomic power 
under the Atomic Energy Commission’s access permit 
program.! The latest estimates call for the fourteen 
reactors to be operating by 1962, with a combined 
operating capacity of about 1.5 million kilowatts. 


USE HIGHEST EVER IN MANUFACTURING 


In 1956, an all-time high of 260 billion kilowatt-hours 
of electric energy was used by manufacturing industries. 
This compares with a corresponding figure of about 178 
billion in 1950. During this period, the amount of 
electricity consumed by manufacturing industries thus 
increased by about 47%. Manufacturing output, as 
measured by the manufacturing component of the 

1 The passage of the Atomic Energy Act of 1954 ended the govern- 
ment’s monopoly over atomic development. Private industry is now 
permitted to develop and construct its own atomic power plants. The 


access permit program grants to companies the use of classified data 
necessary to carry on nuclear research 
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Federal Reserve index of industrial production, rose 
approximately 27%, while the number of production 
workers in manufacturing industries rose only 7%. 
(Total man-hours worked increased 7% during this 
same period.) 

These figures suggest that there has been a substan- 
tial substitution of electrical apparatus for manual 
labor. In order to maintain the current level of economic 
growth, factories will doubtless continue to convert to 
more automatic manufacturing processes, and the num- 
ber of kilowatt-hours per man-hour will continue its 
upward trend. In the future, each unit of production 
will require more electricity and less labor input. 


GROWTH IN HOME MARKET, TOO 


In 1956, residential customers purchased 11% more 
electrical energy than in 1955, and about 247% more 
than in 1946. Today, residential sales account for over 
25% of total electric consumption as compared with 20% 
in 1946. 

A characteristic of residential sales has been its rela- 
tively uniform rate of growth. The percentage increases 
have been declining on a year-to-year basis, but annual 
increments of consumption have been rising fairly con- 
stantly. Industrial sales, on the other hand, are more 
sensitive to general business conditions, and have there- 
fore moved cyclically with the national economy. The 
growth of domestic power use seems to be closely related 
to the trends of (1) average residential consumption; (2) 
the number of occupied urban and rural dwelling units; 
and (3) the rate of electrification of dwelling units. 

The use of electricity in the home continues to grow 
at a phenomenal rate. Residential customers averaged 
2,980 kilowatt-hours in 1956, which was 229 killowatt- 
hours more than in 1955—a record high in year-to-year 
growth. 

Residential usage of electricity per household has 
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more than doubled during the postwar years. This rapid 
growth partly reflects the increase in the number of 
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) wired homes—currently over 98% of all urban and rural 


dwelling units. 

But a trend toward better living, as exemplified by 
the accelerated use of many major appliances, has also 
been responsible for much of the gain registered in 
recent years. The number of refrigerators, washing 
machines and vacuum cleaners has about doubled in the 
past ten years. In 1956, over 38 million (or 81%) of wired 
homes had television sets. And the future clearly holds 
further potential for expansion. New nonfarm dwelling 
units are being built at a rate of about 1 million per year 


(virtually all of them wired), and there are remaining 


\: 
f 


growth potentials in such major appliances as freezers, 
dryers and air conditioners. 

Smallest of the major groups of electrical consumers 
are the commercial (small light and power) customers, 
which accounted for about 17% of total power output in 
1956. This demand is principally for lighting purposes 
by retail stores, offices and theaters. Use of air condi- 
tioners by commercial enterprises has such a bright 
expansionary future that it is considered a major source 
of potential demand. 


THAT NECESSARY RESERVE MARGIN 


In the planning of electric utilities to meet the peak 
demands of its many customers by expanding generat- 
ing capacity, consideration must also be given to the 
problem of maintaining adequate margins of reserve. An 
adequate margin is not easily defined, but it is agreed 
that it should be large enough to carry the load during 
outages of powerhouse equipment for maintenance, re- 
pairs or emergencies, and should include a reasonable 
excess for unpredicted increases in load. The policy of 
individual power companies has resulted in a national 
average reserve of about 15%, which might be consid- 
ered “normal” under existing conditions of technology. 

Prior to World War II the gross margin between peak 
load and capability, as measured by the Edison Electric 


Power in the United States 


Ownership of electric generating capacity in 1956 was 
divided as follows: investor-owned power companies, 
"5%; federal power, 15%; state, municipal and power 
district systems, 9%; and cooperatives, less than 1%. 
Since the end of the war, federal power projects have 
added 13.5 million kilowatts, or 5%, to the Federal 
Government’s share—at the expense of private electric 
utilities and other governmental agencies. 

The addition of 40 million kilowatts of capacity fore- 
cast by Electrical World for 1957 through 1959 is ex- 
pected to be allocated 78% to investor-owned utilities; 
9% to federal plants; 12% to state, municipal and power 
districts; and 1% to cooperatives. These additions will 
not significantly alter the over-all pattern of generating 

' capacity ownership. 
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Institute, averaged fully 55%. The national average fell 
to about 22% during the war years. The general upsurge 
in peacetime business activity following the cessation of 
hostilities cut even deeper into reserve margins. In 1947 
and 1948, the margin was down to about 6%. The early 
postwar expansion of generating capacity built up the 
reserve to where it was approaching “normality.” Since 
the end of Korean hostilities in 1953, the margin has 
been over 15%. Early estimates indicate that it may 
again fall under 15% this year. In the next several years, 
as the projected large-scale additions to capacity come 
into use, the margin should again be over 15%. 

However, the concept of “normal margins” may soon 
be revised downward in view of recent developments. 
New interchange control systems can now provide 
electronic regulation of generating systems, automati- 
cally adjusting to meet variations in power demand 
instantaneously. It is now possible for power stations to 
draw upon the output of another station many miles 
away to meet demands caused by sudden storms, or 
abnormal use of appliances and factory machinery. As 
these exchange systems are installed, reserve require- 
ments for individual power stations are reduced. 
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The Energy Cost of Living 


“Tn his primitive state man consumed no more energy than 
the 2,000 or 3,000 calories required to feed him each day. With 
the discovery of fire and the domestication of animals, daily 
energy consumption, counting the wood burned for fuel and 
the food consumed by domestic animals, is estimated to have 
reached 10,000 calories. Industrialization and rising living 
standards have immensely increased requirements; by 1950, 
consumption a head in the United States had risen to 160,000 
calories daily which is equivalent annually to the heat in eight 
tons of coal.”—World Population and Resources, pp. 64-65. 
PEP, Published in the United States by Essential Books, Inc., 
Fairlawn, New Jersey, 1955. 


Automation in Business and Industry—Based on a series of 
lectures given by a number of prominent engineers and 
scientists at the University of California, this book supplies 
information on the fundamentals of automation, new de- 
velopments in techniques, and descriptions of automation 
system applications. Edited by Eugene M. Grabbe. John 
Wiley & Sons, Inc., New York, 1957, 611 pages. $10. 


Barriers to New Competition, Their Character and Conse- 
quences in Manufacturing Industries—This book analyzes 
the character and significance of “conditions of entry” to 
manufacturing by an investigation of the forces of latent 
competition from potential new sellers in twenty industries 
in the United States. Different chapters examine economies 
of scale, product differentiation, and absolute cost advan- 
tages as barriers to entry and suggest considerations con- 
cerning entry that should guide public policy. By Joe S. 
Bain. Harvard University Press, Cambridge, 1956, 329 pages. 
$5.50. 
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_. . SOME USERS WANT 
MORE, WHILE OTHERS 
LIVE OFF SHELF 


into better balance than at any time since late 

1954. Metal hunger had kept most steel and non- 
ferrous shapes and forms on purchasing agents’ shortage 
lists through 1955 and into the first half of 1956, but 
most users now find that metals are available with very 
little lead time. 

Nonferrous supply began to catch up with demand 
early in 1956. Nonferrous scrap prices started to slip in 
March. By midsummer, most producers of nonferrous 
metals were trimming prices. The end of the steel strike 
brought a brief recovery last autumn, but price soften- 
ing soon resumed, and has continued into 1957. 


STEEL USE CONTINUES HIGH 


Steel demand went right on touching new highs 
through the end of 1956, with part of this strength 


| ee THIS year, steel demand and supply came 
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reflecting the disruptions of the July strike. Early in 
1957 steel scrap prices began to slip and a few weeks 
later production rates began to inch down, signaling the 
first significant reversal in steel since the recession of 
1954, 

Some of the better availability of steel has come from 
the increased capacity of the steel industry, enabling it 
to turn out more of the more urgently needed shapes and 
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forms. But to a greater degree it reflects a weakening of 
demand in several important markets for steel so far in 
1957. Shifts in steel purchases for inventory have ap- 
parently accounted for most of the selective slump ex- 
perienced in steel to date. General activity in metal 
fabricating lines, with few exceptions, has shown little 
change since last September. 

Some steel users—chiefly in construction, oil and gas, 
and shipbuilding—haye been taking substantially higher 
tonnages than in the same months of last year. Exports 
have also accounted for a bigger slice of domestic out- 
put. At the same time, other important users, notably 
autos and appliances, have been taking less steel than 
in the same months last year. 


SOME STEEL SHIPMENTS OFF 


Apparent use of steel has held up considerably better 
than shipments in many important markets, suggesting 
some inventory run-off. Auto makers turned out about 
the same number of passenger cars and trucks in the 
first three months of 1957 as in the same 1956 months, 
but their steel purchases declined some 450,000 tons, or 
10%. Even after allowance for more aluminum and other 
nonferrous metals going into the trim and parts of 1957 
models, and even assuming that some accumulation of 
steel inventories was in progress in 1956, this would 
suggest a significant cut in the auto makers’ steel 
inventories. 

Lower shipments to the appliance industry in 1957 
may reflect production cutbacks in several appliance 
lines. But there has evidently been some living off the 


The Pattern in Steel Shipments, by Product 


Thousands of Tons 


Monthly | Monthly % 
Average | Average Change 
Ist Q. 1st Q 1957 from 
1956 1957 1956 

UCC cs secs ate hea Pay etn "a al « 666.1 807.2 +21.2 
Structural shapes.......... 456.4 559.2 +22.5 
Total pipe and tubing...... 901.1 991.7 +10.1 
Bars—reinforcing.......... 191.1 233.0 +21.9 
Total tin mill products...... 635.4 662.3 + 4.2 
Steel piling................ 33.7 48.6 444.2 
Total rails and accessories...| 220.9 221.3 + 0.2 
rotal risen ge. aera 9 oi nics 3,013.6 | 3,443.7 +14.3 
Sheets—cold rolled......... 1,302.8 | 1,113.7 —14.5 
Bars—hot rolled........... 834.6 761.0 — 8.8 
Total wire & wire products..} 370.8 304.4 —17.9 
Sheets—galvanized......... 277.9 215.9 —22.3 
Sheets—hot rolled......... 832.2 776.8 — 6.7 
Strip—cold PO eC te weed ary 159.9 112.5 —29.6 
Bars—cold finished........ 175.7 133.1 —24.2 
Total semi-finished......... 425.3 390.8 — 81 
Strip—hot rolledsehe abt ee 176.0 142.7 —18.9 
Electrical sheet strip....... 74.6 61.2 —18.0 
Mechanical tubing......... 91.1 79.7 —12.5 
Sheets—all other coated.... 23.5 18.4 —21.7 
iboolisteel ase Gc stenes oa. este 11.0 9.6 —12.7 
Total declining.......... 4,755.4 | 4,119.8 —13.4 
Total shipments!........... 7,769.1 | 7,563.3 — 26 


1 Total may not add because of rounding 
Source: American Iron and Steel Institute, “Shipments of Steel Products, All 
Grades” 
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shelf, too; steel shipments to appliance makers were 
down some 200,000 tons, or 28%, in the first quarter as 
compared with 1956. 

Some easing in steel demand for inventory as com- 
pared with a year ago was to be expected. Early in 1956, 
steel users were buying heavily as a hedge against a 
possible strike in steel. When the strike became a reality 
in July, steel users dipped into their stocks. As a result, 
they were pinched when the strike was over and 
promptly filled up the order books for late 1956 and 
early 1957. However, more and more users began to fill 
in their inventory holes early this year. With production 
in most durables lines just holding about level, and with 
money for inventory investment much more expensive 
than a year ago, users started backing away from steel 
purchases. 

Steel shipments of some fifteen major markets ran 
about 500,000 tons a month behind 1956 in the first 
quarter. These drops were partially offset by rises else- 
where. Users of seven other major markets were order- 
ing and getting some 300,000 tons a month more than in 
the same months a year ago. On balance, total ship- 
ments averaged about 200,000 tons a month lower in the 
first three months of 1957 than in the same 1956 months. 

By type of product, the biggest gainers over a year 
ago have been heavy plates, structural shapes, and pipe 
and tubing, which benefited from the strong demand in 


The Pattern in Steel Shipments, by Market 


Thousands of Tons 


Monthly 


Change % 


hai 
ieee ane met ion ser an 
1957 1956 

Construction (including 

maintenance)! c+ haces 1,050.2 | +172.4 | +19.6 
EXpOLiqeas hb. ee ce 367.8 | + 49.0 | +15.4 
Rail transportation......... 419.9 | + 28.2 | + 7.2 
Shipbuilding... sciesieecse - 89.8 | + 25.6 | +39.9 
Warehouses and distributors 

oil, gas industry......... 234.3 | + 23.6 | +11.2 
Mining, lumbering... .. 9910) |e On| ae 
Asrerakte Seises aanlesisom «ee 16) | -- 1.2 es ey 

Totalsrisings . see. aeae 2,202.5 | +301.9 | +15.9 
Automotives. caches se ees Ose 1,350.3 | —152.4 | —10.1 
Appliances, cutlery......... 155.1 | — 61.2 | —28.3 
Warehouses and distributors 

(other than oil and gas)... 1,197.1 | — 51.2 | — 4.1 
Contractors’ products....... 822.0 | — 47.3 | —12.8 
Bor comyerting! 3.65 .& asc 318.8 | — 33.4 | — 9.5 
Domestic and commercial 

OC UIPMMEN be cts ce oiieviesersu-vale ons 174.5 | — 32.8 | —15.8 
Forging (other than auto)... 109.4 |} — 31.1 | —22.1 
Bolts, rivets, screws, etc..... 120.4 | — 23.9 | —16.6 
A prictliiten. «acco ietcheleass 100.9 | — 23.6 | —19.0 
Electrical equipment....... 1990) G—wel'7.0)||e 69 
Containers s oi. disisyl ne eleteste 3 674.0 | — 102] — 1.5 
Industrial equipment....... 450.8 | — 7.8] — 1.7 
Nonreporting companies... . 78.56) — 7.71 — 89 
Oil and gas drilling......... 70.6 | — 6.7 | — 8.7 
Milita ryte ect ony everett: 39.6 | — 1.0] — 2.5 

Total declining.......... 5,361.0 | —507.3 8.6 

Total shipments......... 7,563.5 | —205.4 | —26.4 


Source: American Iron and Steel Institute, “Shipments of Steel Products by Mar- 
ket Class, All Grades” 
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oil-country goods. Cold rolled sheets, hot rolled bars, 
wire, and galvanized sheets experienced noticeable 
slippages from a year ago. 

Output of ingots and steel for castings, reflecting 
these mixed trends in finished product shipments, has 
slid from a record 130-million-ton annual rate early in 
1957 to a 112-million-ton rate in mid-May. It might be 
noted that, despite the dip, steel is still being turned out 
at a rate that would yield almost as much as was 
actually produced in 1955, the best year on record. 
Utilization of slightly over 87.5% of 1957’s higher-rated 
capacity of 133.5 million tons would yield 1955’s 117- 
million-ton record. 


OPERATING RATES BELOW CAPACITY 


Even though the output of steel has been very respec- 
table by any past standards, the persistent and steady 
decline in output has been worrisome. Operating rates 
have exhibited an almost uninterrupted slide since 
February, falling below 90% of capacity late in April 
and breaking below 85% by mid-May. 

The slide came despite the strong probability of an 
increase in steel prices at midyear. Wage increases are 
scheduled in steel for July 1 under existing contracts 


Scrap: nonferrous prices have been sliding for a year, iron and steel only since Janvary eit 


1956 ; 1957 


Sources: Bureau of Labor Statistics; The Conference Board 


negotiated last year, and the expected price accompani- 
ment is estimated by trade sources at between $5 and $7 
a ton. If this prospect was encouraging some users to 
buy steel as a hedge against prices increases, the hedge 
volume was evidently not substantial. Inventory buying 
as a price hedge in 1957 has been a considerably less 
stimulating market factor than 1956’s strike-hedge 
buying. 

When and if the steel price increases come, market 
reaction to them will depend on three important factors: 
(1) the level of operating rates in steel; (2) the level of 
demand for steel in the second half of the year; and (3) 
how much steel is in users’ hands. 

Most of the postwar rises in steel prices have come 
with the industry operating at or near capacity. In some 
instances, the high level of operations represented an 
attempt to catch up after a strike; in others, it reflected 
the seemingly insatiable needs of steel’s customers. 
Availability was more important than price. 

If current operating rates just hold their own between 
now and the end of June, the 1957 price increase will 
find the industry running with between 10% and 15% 
of their capacity idle. Unless the demand for steel takes 
a sudden spurt, availability may weigh less heavily than 
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- . + Finished Products: nonferrous prices have long been weak, while steel prices have continued up 
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price in many buyers’ minds. This suggests the possi- 
bility of some further slackening in orders this summer, 
at least until buyers have had a chance to shop around a 
bit for possible concessions. 

How many holdouts there will actually be among 
steel’s customers will depend, in part, on the speed at 
which assembly lines are chewing up metal this summer. 
Structural shapes for construction, heavy plates for 
shipbuilding, and various oil-country steel goods, all of 
which showed strength early this year, will doubtless 
continue in strong demand well into the summer. The 
steel industry’ s capacity for handling these needs has 
been growing in recent months, and supply should be a 
little easier. But most of these lines typically show 
summer seasonal peaks, and most of these users will 
probably continue to snap up about all the steel they 
can get, even with higher price tags. 

The tendency of steel orders in the third quarter 
would thus depend on what happens in those markets 

where demand was weak earlier this year. Autos; appli- 
ances; contractors’ products for air conditioning and 
plumbing; steel furniture, office equipment, scientific 
apparatus, sporting goods and toys, and agricultural 
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machinery all showed lower steel shipments in the first 
three months of 1957 than a year ago. Even electrical 
equipment, containers, and industrial equipment took 
less steel this year than last. Almost all these markets 
are in manufacturing. The outlook for steel use in the 
second half thus depends largely on manufacturers’ 
steel needs and their inventory demand. 


MANUFACTURING TAKING LESS STEEL 


Within manufacturing, the biggest drops in steel ship- 
ments have been in autos and appliances. Together, 
these key consumer industries took about 650,000 fewer 
tons in the first three months of 1957 than a year ago. 
This was a little more than the total fall in all steel 
shipments, and about 40% of the total drop in those 
fifteen major markets with lower steel shipments this 
year. 

Consumer interest this autumn in hard goods will, of 
course, partly determine the intensity of the auto and 
appliance makers’ steel needs. But, in the case of autos, 
demand for steel may run ahead of short-term need to 
satisfy current market demand for passenger cars and 
trucks. Wage negotiations are scheduled in autos for 


262 


imming 


Steel Stocks: manufacturers, having caught up on strike losses, are apparently doing some tr 
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Shipments to manufacturers and steel warehouses are 
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these shipments down a bit, averaging some 4.9 million 
tons a month. 

There are no published figures for consumption of 
steel in manufacturing, and the figures on hand are 
difficult to evaluate. However, steel requirements, by 
industry, are available in the 1953 Survey of Manufac- 
tures. Projecting these requirements through activity 
rates for a detailed breakdown of durable goods indus- 
tries, as reported currently in the Federal Reserve man- 
ufacturing index, yields an approximation of current 
steel usage.! 

Essentially, this method assumes that one point in 
each component of the 1953 production index repre- 
sented a certain number of tons in steel consumption. 
Consumption for the years 1954 to 1957 is estimated by 
assuming that each point still represents roughly the 
same number of tons of steel consumed. Obviously, this 
method may be subject to wide error, since the mix of 
steel and other materials going into the same physical 
output even over so short a period as the five years since 
1953 may have changed significantly. (For instance, the 
1953-model autos were smaller than the 1957’s, but the 
1957’s have proportionately more nonferrous metals, 
plastics, and other materials.) However, until the de- 
tails of later manufacturing censuses become available, 
this method of estimation at least gives workable 
interim estimates. 


THE IMPACT OF STOCK BUILDING 


Thus estimated, steel consumption in manufacturing 
in 1956 varied between 4.2 million and 4.5 million tons 
a month, with the lower consumption months hitting 
around the July strike period. So far in 1957, consump- 
tion has been in the upper end of last year’s range, or 
about 4.5 million tons a month. Subtracting these con- 
sumption figures from the shipments to manufacturers 
and steel warehouses gives an indication of the change 
in manufacturers’ steel inventories. In the first half of 
1956, manufacturers were putting over 900,000 tons a 
month into stocks, with much of this tonnage acting as a 
strike hedge. Inventories were drawn down by an 
average of 1.1 million tons a month in the third quarter, 
a period that included the steel strike. In the fourth 
quarter, inventories were again building, the addition 
averaging some 500,000 tons a month. Going into 1957, 
manufacturers were still adding to their inventories in 
the first quarter, but the rate was slower, averaging only 
about 400,000 tons per month. 


BACK TO PRESTRIKE LEVELS 


These figures suggest that manufacturers wound up 
the first quarter of 1957 with their inventories just about 
back to their prestrike levels. During the strike, inven- 
tories were cut by a little over 3 million tons, but in the 
six months between October, 1956, and March, 1957, 
inventories grew by a little less than 3 million tons. 
Inventories at June, 1956, levels might suggest a con- 


1 For a fuller description of this method, see Milton Lipton, “Tak- 
ing Stock of Steel,” The Business Record, August, 1955, p, 278 
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siderable top heaviness, since inventories were then 
swollen by tonnage acquired as a strike hedge. But 
activity in metal-using lines is now about 8% higher 
than in June 1956, judging from the metal fabricating 
component of the Federal Reserve production index. 

Still, many manufacturers have obviously been trying 
to get a tighter hold on their steel stocks. The indicated 
rate of accumulation slowed down in the first quarter. 
In the second quarter, shipments and consumption have 
apparently come into balance, with some durable users 
actively cutting back their inventories. 

During the third quarter of 1957, metal use will 
doubtless decline, as manufacturing plants shut down 
for vacations. July will also be the test month for what- 
ever price adjustment the industry makes. This could 
make July the lowest output month—and perhaps also 
the lowest ordering month—for steel this year. By 
August, many steelmen are counting on the usual 
autumn rise in business to bolster steel operating rates. 
But the timing of any recovery in steel output depends, 
to a large measure, on the size of the inventory cuts in 
the spring and early summer. It also depends, obviously, 
on the trend of steel consumption in autos, appliances 
and other industries where production rates have re- 
cently been softening. 

Rosert Persons 
Division of Business Analysis 


Business Forecasts 


General 


Roy L. Reierson, vice-president and economist, Bankers 
Trust Company (as reported in The Wall Street Journal, 
May 6)—‘“‘The demand for capital financing will run heavy 
again this year, but at a slightly lower level than in 1956. . . . 

“New savings available for long-term investment should 
increase moderately, however, with resulting borrowing costs 
a bit under last year’s highs. .. . 

“Roy L. Reierson . . . said he expects corporations to go 
into the market with $8.5 billion in new net issues, some $900 
million over last year, and state and local governments to step 
up their long-term borrowing by $500 million to a total of $3.7 
billion. But he looks for another drop in new mortgage financ- 
ing this year, by $1.8 billion to a total of $13 billion, following 
a $1.3-billion decline the year before. 

“Total capital borrowing in 1957 is estimated at $25.2 
billion, some $400 million under last year. The inflow of new 
savings to major institutional investors such as life insurance 
companies and savings institutions is put at $19.4 billion, up 
$600 million from last year. 

“Bankers Trust said its figures are based on the assumption 
that while business activity in general will continue at a high 
rate in 1957, ‘the dollar value of goods and services produced 
will not advance importantly from the levels of early 1957 and 
that industrial production will continue to ease away from the 
peak reached at the end of last year.’ 

“This pattern . . . suggests a somewhat milder climate 
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ON THE VALUE OF CYCLICAL INDICATORS 


Comments on Mr. Sachs’ critique and exposition of the "cyclical indicator approach” 
in the April issue of The Business Record 


By Leonard H. Lempert 


Director, Statistical Indicator Associates, Great Barrington, Massachusetts 


states that the forecasts made by most econo- 

mists a year ago were wrong and his “decidedly 
minority position” was correct. I willnot, at thismoment, 
begrudge Mr. Sachs his opinion. I do, however, object 
to the impression given that the majority of economists 
were wrong because they were followers of the “cyclical 
indicator” approach. Competent followers of the “cy- 
clical indicator’ approach constitute a disturbingly 
small number of forecasting economists. 

I am equally convinced (the other side of the coin) 
that most forecasting economists are to be counted in 
the corner of the “economic sector type of analysis,” 
spending 84% of their time juggling guesses as to the 
future courses to be taken by the various sectors. 

But these convictions are merely dogmatic conjec- 
ture, intended to give credence to at least that portion of 
Mr. Sachs’ opinion of indicator analysts as “dogmatic” 
purveyors of canonical cycle theory. 


\" THE beginning of his April article, Mr. Sachs 


An Indicator Analyst Looks 
at the Record 


My first real point involves the setting up of alternate 
approaches as if they were entities capable of analysis 
independent of the humans manipulating them. This 
is excellent academic exposition; it is not the way of the 
forecasting world we live in. In the real world, we have 
only individuals using various approaches. No “cyclical 
indicator approach,” no “sector analysis,” no “adap- 
tation of Gibbs ‘phase rule’”’ operates automatically. 
Yet Mr. Sachs apparently would have us believe that 
“automation” is the essence of the cyclical indicator 
approach. The cyclical indicator approach is as pene- 
trating or as shallow as the knowledge of the econo- 
mist using it, just as is any other approach, including 
Mr. Sachs’ use of “‘phase rule.” 


‘In view of his half-column rebuke of Professor Bassie, however, 
I think it only just that Mr. Sachs be taken to task for making the 
unqualified statement that the persons making up the 1956 consensus 
are recoiling from applying that forecast to 1957. Professor Bassie has 
clearly shown his intestinal fortitude in repeating (in no uncertain 
manner) his year-ago forecast of a recession. 


For example, in discussing the record of the cyclical 
indicators in 1953-1954, Mr. Sachs has not given this 
approach the thought and consideration necessary to 
obtain an adequate appraisal of its performance. Actu- 
ally, his summary of the inadequate performance of the 
leaders in 1953-1954 comes as quite a shock to those of 
us who had followed the indicators closely and had be- 
lieved it was about as smooth a working out of their 
expected roles as could be hoped for. In the National 
Bureau of Economic Research’s thirty-sixth annual re- 
port, Geoffrey Moore describes the movement of the 
indicators during this period and concludes correctly: 
“Tn a word, then, the three groups of indicators behaved 
during the revival of 1954 as they had been found to 
behave during earlier revivals.” 

In a curiously confused presentation of “What the 
Record Shows,” Mr. Sachs does several quick changes 
that have him at one point discussing the participation 
of the leaders in the 1953-1954 recession as if they were 
coincident indicators; at another point, using their 
failure to perform as coincident indicators to show that 
they did not perform as leaders in the 1954 recovery. 
To avoid compounding confusion, let us simply take 
Mr. Sachs’ points one at a time and discuss them in the 
light of the knowledge of an “indicator analyst.” 

First, Mr. Sachs states that four leaders “‘did not 
participate in the downward movement from autumn 
1953 to autumn 1954.” As “leading” indicators (those 
that move prior to general business), it is the movements 
of these indicators prior to the 1953 downward turning 
point that is pertinent to the question of participation, 
not their performance during the recession. Residential 
and nonresidential contract awards and industrial stock 
prices, three of the four indicators mentioned by Mr. 
Sachs as “not participating,” showed distinct cyclical 
downtrends prior to the autumn of 1953. The fourth, 
new incorporations, contrary to Mr. Sachs’ description 
of its engaging in a strong upward movement throughout 
the recession, reached a peak in July, 1953, and did not 
turn upward again until February, 1954. As such, three 
of the leaders not only participated in the 1953-1954 
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recession but did so in exactly the manner expected of 
them as leading indicators. The fourth, although turning 
a little later and in a somewhat more subdued manner, 
certainly participated. 

Second, Mr. Sachs’ comments about the leading indi- 
cator of inverted failure liabilities in the period 1954— 
1956 are confusing. He has them going down throughout 
1955, when it is obvious that they went up from Janu- 
ary, 1955, through October, 1955. (Although this 1955 
uptrend is obvious, it would be accentuated by Mr. 
Sachs’ opinion that inverted failures are undergoing a 
long-term downtrend.) Mr. Sachs finds it interesting 
that the cyclical peak in the first half of 1953 (the cy- 
clical peak according to indicator analysts was July, 
1953) was attended by the inverted line going down. 
Yet, this is precisely what the indicator analyst would 
expect of inverted failure liabilities prior to a cyclical 
peak. 

Third, Mr. Sachs indicates that only average hours 
worked and durable goods new orders afforded any clue 
to the upturn dating from August, 1954, but adds that 
they were at best coincident, rather than anticipatory. 
Actually, average hours worked reached a low in April, 
five months before the business upturn later in the year; 
new orders reached a low in January, 1954, eight months 
before the 1954 upturn. 

Lest Mr. Sachs attribute my picture of the “record” 
as employing the corrective use of hindsight, I suggest 
he note the actual contemporary comments made in the 
Statistical Indicator Reports early in 1954. A sample 
follows: 


“The recovery that is being anticipated by the leading indica- 
tors will be a few more months in coming.” (May 5, 1954) 


The fact that Mr. Sachs’ presentation of the 1953- 
1954 record varies greatly from that of the indicator 
analyst is clear evidence that the “indicators” do not 
speak for themselves. Yet further recognition of the 
necessary and vital role of the analyst in the successful 
application of the “indicator approach” is required. 


Chaining the Indicator Analyst 
to His Charts 


Mr. Sachs, after all, is hardly so naive that he would 
fail to acknowledge that the indicator approach (or any 
other approach) does not work by itself. Nevertheless, 
we gather from his article that, having admitted it, the 
picture he would then present of the “business cycle 
school analysts” and their “kit of tools called ‘cyclical 
indicators’ ”’ is one of sitting in front of their indicator 
charts wearing blinders, completely oblivious to the 
actual business, social and political world going on 
around them, and believing the answer to the business 
future is found in gyrations of the indicators and the 
indicators alone. 

The relegating of indicator analysts to solitary con- 
finement, wherein the light of even such events as the 
Korean war fails to penetrate, condemns the indicator 
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approach beyond reprieve in 1951-1952. According to 
Mr. Sachs, the record of the indicators by 1951 gave a 
“clear-cut case of forecast of a recession.” Mr. Sachs is 
knowing enough to point out that an inventory adjust- 
ment did occur in 1951-1952 that was considerably 
greater than in the 1953-1954 recession, suggesting that 
the indicators might have had some forecasting merit. 
However, he goes on to point out that the 1951-1952 
inventory adjustment did not produce a decline in in- 
dustrial production or in gross national product. 

Unfortunately, I have no contemporary written com- 
ments of my own (the Statistical Indicator Reports began 
publication in April, 1954) to fall back on to show that, 
in spite of being an indicator analyst, the news of the 
Korean war managed to reach me. One will just have to 
accept on faith that, based on the work I was doing 
with the indicators at that time (early 1951), I was not 
predicting a recession. On the contrary, by early 1951 it 
was as obvious to me as to most every business observer 
that the adjustment the indicators had been anticipat- 
ing would not be sufficient to offset the stimulus of 
increased expenditures stemming from major participa- 
tion in the Korean war and that no recession was 
probable. 

If Mr. Sachs can show that sector analysis, with or 
without Gibbs “phase rule,” successfully forecast our 
entering the Korean war, I should acknowledge the 
superiority of his approach. If he is saying indicator 
analysts are so chained to their charts that they failed to 
acknowledge the stimulus of the Korean war, Mr. Sachs 
is indulging in the murkiest of pipe dreams. 


Understanding the Indicator Approach 
and its Contribution 


We live in an ever changing, ever moving, interde- 
pendent world of people and things. A world that is so 
great, so all inclusive, that its complicated functioning 
is beyond the capacity of any one individual to grasp in 
its entirety. Users of the indicator approach feel an ever- 
changing economy is best followed by study of those 
indicators that cycle after cycle have consistently paral- 
leled general business. We recognize that this record of 
consistency and conformity has been achieved, not in 
spite of a changing economy, but along with this ever- 
changing economy. 

Individuals who look upon the indicator approach as 
dogmatic and elegant, those who speak of canonical 
cycle theory, mistake the attempt to bring some con- 
sistency out of change as a denial of change. Nothing 
could be farther from the minds of the competent indi- 
cator analyst. One cannot work with these indicators for 
a moment without coming up hard against Wesley C. 
Mitchell’s admonition that no two cycles are the same. 
The quest for consistency is not the quest for certainty; 
the quest for consistency is the quest for tentative rela- 
tionships that can bring some kind of working order to 
an economic world whose entirety is impossible to grasp. 

Mr. Sachs is correct in his belief of the need for a 
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decisive evaluation of the state of the whole economy. 
The indicator analyst believes that these indicators, 
more than any others but not exclusive of others, best 
reflect the economy. What better way to achieve an 
evaluation of the economy as a whole than to study the 
indicators that have best reflected the whole of the 
nation’s economy in the past? Certainly, no one would 
suggest such an evaluation could be done without the 
statistical indicators. After all, it is to these indicators 
that Mr. Sachs himself must turn, at some point in his 
analysis, if he is to speak at all coherently of the 
economy as a whole. 

Perhaps the major contribution of the indicator 
analyst is his humility in admitting that he cannot be 
sure of the areas of determinism and indeterminism 
upon which Mr. Sachs is so dependent. For the attempt 
to pin down major determinants can too easily lead to 
oversimplification. We are all aware of those who speak 
so glibly of the automobile industry or housing or higher 
money rates, or increased competition, or capital ex- 
penditures as the key to the National Economy. Hind- 
sight invariably shows up with some other “key” that 
was overlooked. Neither the parts of the gross national 
product nor any other determinants are independent 
logical starting points from which to analyze the econ- 
omy. (Consumer expenditures, for example, are not 
independent of capital expenditures in the nonexposi- 
tional world.) As Wesley Mitchell so cogently observed: 
“Nothing comes logically first and nothing comes log- 
ically last in a universe of discourse where all the 
elements are interdependent.’”! 


“The Product of Everything That Is 
Going On in the Economy” 


What apparently confuses many individuals (includ- 
ing many economists unfamiliar with the indicator ap- 
proach) is the impression given by the labels “leading, 
coincident and lagging” indicators that the indicator 
analyst is setting up a logically first, logically second, 
logically third relationship among the indicators. The 
fact that the economic activity represented by all these 
indicators at any one time is the product of everything 
that is going on in the economy is thus lost. 

The movements of the coincident and lagging indi- 
cators are essential to the movements of the leaders, 
just as in turn the movements of the leaders are essen- 
tial to subsequent movements of the coincident and lag- 
gers. The movements of any one group makes sense only 
within the whole, comprising as well the movements of 
the other two groups. There is a need in exposition to 
start somewhere, and for purposes of exposition it may 
seem desirable to start with the leaders. In real life, we 
are faced with a continuity that defies breaking in at any 
one point to establish a starting point. The continuous 
economy of the real world has no logical starting place; 


_ |W. C. Mitchell, “What Happens During Business Cycles,” Na- 
tional Bureau of Economic Research, New York, 1951, p. 252 


it does not start with the leaders, the coincident or the 
laggers. 

This interdependence of the three groups is vital to 
the indicator analyst and apparently is lost on such 
critics as Mr. Sachs. Thus Mr. Sachs restricts his 
analysis of the record to the performance of the leading 
indicators alone. But knowing where we are is essential 
to knowing where we are going; and knowing where we 
are involves a continuous knowledge of the coincident 
and lagging indicators, as well as the leaders. 


The Two Important Roles of the 
Lagging Indicators 


Mr. Sachs speaks of the importance of money rates, 
and capital expenditures of business and consumer; yet 
he dismisses the five lagging indicators (which include 
money rates, inventories, retail sales, instalment credit, 
and personal income) because data for them are late and 
thus “they are at best only valuable to an event after it 
has occurred rather than as an indicator of a change 
before the eventuation.” 

A moment’s reflection would show that the very 
reason for including the lagging indicators (not to men- 
tion the coincident) is to obtain that evaluation of the 
whole state of the economy so vital to economic analysis 
and forecasting. 

Decreasing (increasing) laggers provide a dual role in 
(1) helping to substantiate a downward (upward) move- 
ment in the coincident indicators (the general economy) 
as something other than merely a temporary movement 
of the economy and (2) in setting the stage for a subse- 
quent upturn (downturn) in the general economy. Mr. 
Sachs’ comment deprecates the first role and ignores the 
second. 

With respect to the first of these two roles, it must be 
realized that a turning point in a business cycle is an 
“event” only to the historian. At the time of its occur- 
rence, it may simply be a temporary reversal of business 
activity. It is not until some time later, when we have 
witnessed the developments characteristic of the period 
following a turning point that we can be sure that a 
cyclical turn has occurred. (Mr. Sachs, for example, is 
stull not convinced that 1953-1954 was a recession.) 
These characteristic movements very definitely include 
the typical movements of the lagging indicators. With- 
out them, substantiating a reversal as cyclical is made 
considerably more tenuous. 

Geoffrey Moore of the National Bureau of Economic 
Research has suggested that to know a cyclical turning 
point has occurred at the time it occurs is to be ahead of 
most business observers. I would suggest that to know a 
turn is “cyclical” even a number of months after the 
turn is to be ahead of most business observers. To know 
that business activity is to continue downward for at 
least five to six months and probably longer is to be a 
great deal ahead of the many business observers who 
know only that business has turned down. 
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As for the second role of setting the stage for a subse- 
quent upturn (downturn), the levels of interest rates, 
instalment credit and inventories (all lagging indicators) 
are certainly vital to subsequent business conditions. In 
a downturn (upturn) the working down (up) of money 
rates, inventories and instalment credit are setting the 
stage for a subsequent recovery (recession). To overlook 
the extent of these downturns (upturns) in the belief 
that the lagging indicators are of value only after a 
business reversal is to ignore the full value of the indi- 
cator approach. When we realize that Mr. Sachs con- 
siders money rates as one of his determinants, we can 
only assume that his dismissal of the lagging indicators 
is made in the mistaken notion that indicator analysis 
begins with the leading indicators. 


Depth of the Indicator Approach and How 
Diffusion Indexes Help 


Mr. Sachs, at one point, suggests that the indicator 
approach is devoid of “evaluation of the elements and 
the forces that enter into and shape and control gross 
national product.” Here, again, the belief seems to be 
that indicator analysis begins and ends with looking at a 
chart of the twenty-one indicators and nothing more. 

Detailed study of the individual indicators is essential 
to a competent appraisal by an indicator analyst. Mr. 
Sachs’ forecast for 1957 involves, in part, consideration 
of capital expenditures by business and consumers, gov- 
ernment expenditures, and net foreign investment. 
These sectors of gross national product are not only 
considered in the indicator analyst’s study of the com- 
ponents of GNP as such, but his detailed study of the 
components of the remaining twenty-one indicators pro- 
vides him with considerable insight into the forces and 
elements shaping GNP. 

Diffusion indexes of the components of the major 
indicators show to what extent strength or weakness is 
spreading itself through each of the indicators and 
fosters a continual knowledge and appreciation of the 
myriad of conflicting and reinforcing elements within 
the economy. Such diffusion indexes are the everyday 
stuff of the competent analyst’s use of the indicator ap- 
proach. The result is a grasp of the contemporary forces 
and elements at work in the economy that the twenty- 
one indicators alone do not begin to convey. 


Looking Back on 1956 and 
on 1957 Forecasting 


Mr. Sachs’ “‘successful”’ prediction of 1956 as a period 
in which we would see a higher industrial production at 
the end of the year than in the first quarter owes its 
“success” largely to a steel strike rebound that was 
thought by many businessmen to be the beginning of a 
sustained upturn. The result was an excessive short- 
period output which could not possibly have been fore- 
seen at the beginning of the year, and whose repercus- 
sions are just now being experienced. It is my conten- 
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tion that without the steel strike, the first-quarter high 
in industrial production would not have been reached 
again in 1956. This contention is conjecture and is based 
on hindsight. My own October, 1955, prediction of 1956 
production exceeding 1955 by 4% turned out to be 1% 
too high in spite of what I now term “‘excessive” produc- 
tion. But this prediction was based on output doing 
somewhat better than it did in the 1956 months prior to 
the steel strike. 


Highlights “the Slipperiness of 
Yearly Forecasts” 


Mention of our own prediction of a 4% annual in- 
crease (which on the surface appears to have been an 
excellent forecast) brings to mind the slipperiness of 
yearly forecasts and questions how much more success- 
ful Mr. Sachs’ forecast really was. We were definitely 
among those expecting a downturn in business some- 
time after April and our 4% increase assumed such a 
downturn. Yet the actual increase, in spite of the higher 
year-end figure predicted by Mr. Sachs, was only 3%. It 
is conceivable that, in spite of our forebodings of a 1956 
downturn, our forecast of the change in industrial pro- 
duction was closer to actuality than Mr. Sachs’, in spite 
of his “‘successful” forecast of a higher year-end figure. 

Furthermore, Mr. Sachs’ forecast of peak industrial 
production at the end of the year, in the absence of 
other information, suggested rising activity through the 
year. But 1956 saw no such thing. On the contrary, the 
first six months saw a clear-cut slackening of activity 
that reached a low in the steel-strike month of July. A 
forecast that implied rising activity through 1956 was of 
dubious value in the light of developments in the first 
six months. 

That Mr. Sachs’ forecast was bailed out by unusual 
circumstances in the last six months seems little reason 
for conceding the superiority of his forecast. Those of us 
who looked for a downward adjustment in 1956 cer- 
tainly recognized the probable aftereffects of the steel 
strike once it occurred and looked forward to a rebound. 

It is to the credit of the indicator approach, moreover, 
that we forecast (in July, 1956) that the rebound would 
be less than that following the 1952 strike (which it was) 
and predicted (October, 1956) that the upsurge would 
not be sustained through the first quarter of 1957. 

If Mr. Sachs’ approach enabled him to know that a 
steel strike definitely would occur and the extent to 
which it would be carried, then his approach must be 
admitted to have a measure of superiority. If not, it is 
at least questionable whether his forecast of “higher 
year-end production” was superior to “a probable down- 
turn in 1956 resulting in only a 4% rise in industrial 
production.” 

Mr. Sachs’ article ends much as it begins. In advanc- 
ing his “minority” view of a downward readjustment for 


1] say “conceivable” because I am not aware of what percentage 
increase Mr. Sachs forecast 
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1957, the impression is given that once again it is his 
particular approach that results in such a view. Not 
only did we say as far back as October that the upward 
trend would not continue through the first quarter of 
1957 but our own March comment was as follows: “The 
final three quarters of 1957 should see some net down- 
trend in general business activity from first-quarter 
levels.”’ 


Of Course, There Is Much More 
To Learn 


Every advance in our economic knowledge begets an 
increasing number of problems; the development of 
cyclical indicators is no exception. This article, although 
in obvious disagreement with Mr. Sachs’ critique of the 
cyclical indicator approach, does not intend to suggest 
that the indicator analyst is unaware of, nor oblivious 
to, the limitations and problems of this approach.! It 
does suggest that Mr. Sachs’ conception of these prob- 
lems involves a lack of understanding as to the know]l- 
edge necessary for competent use of the indicators. It 
most certainly contends that the indicator approach has 
a considerable contribution to make to contemporary 
economic analysis. 


1 Considerable insight into these problems and limitations can be 
found in the National Bureau of Economic Research’s Occasional 
Paper, No. 31, by Geoffrey Moore, and in Mr. Moore’s article in the 
thirty-sixth annual report of the National Bureau of Economic 
Research 
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with regard to money market conditions, but no move to an 
aggressively easy credit policy on the part of the Federal 
Reserve Board. 

“According to the study, commercial banks can be expected 
to absorb some of the demand for capital funds in view of the 
smaller increase in short-term bank borrowings by business 
this year than in 1956.” 


Dexter M. Keezer, vice-president and director of the de- 
partment of economics, McGraw-Hill (as reported in The 
Commercial and Financial Chronicle, May 2)—“American 
business plans to maintain a very high level of capital expendi- 
tures during the next four years. And plans for research and 
new products are up sharply. . . . 

“Companies participating in the [McGraw-Hill] survey 

[of business’ plans for new plants and equipment] employ over 
40% of all industrial employees in the United States. . . . 
. “The level of business investment in new producing facilities 
is commonly regarded as the most important single contribu- 
tor to general prosperity, or the lack of it. Other key findings 
made by the McGraw-Hill survey were the following: 

“In 1957, business now plans to spend 12% more than in 
1956 for new plants and equipment. This is about the same 
increase shown by the McGraw-Hill check-up last fall. 

“For 1958-1960, business already has plans for almost as 
much capital spending as in 1956. And since these are pre- 


liminary plans, the actual expenditures may turn out higher. 

“Business plans to increase research expenditures 20% in 
1957, and to continue stepping up research during the years 
1958-1960. By 1960, at least 10% of total manufacturers’ sales 
are expected to be in products not made in 1956. 

“One third of all manufacturing firms are planning capital 
expenditures in 1957 for the purpose of bringing out new 
products. This is a significant increase from the number who 
were planning to do so in 1956. 

“Manufacturing companies expect to need 7% more scien- 
tists and engineers in 1957—and an additional 15% by 1960— 
to carry out their research and development programs. 

“Manufacturing capacity increased 6% in 1956. Plans call 
for another 6% increase in 1957, but only 15% for the three 
years 1958-1960. Manufacturing companies, on the average, 
were operating at 86% of capacity at the end of 1956, com- 
pared to a preferred operating rate of 90%. 

“Expansion will take 52% of manufacturers’ capital ex- 
penditures in 1957, but only 47% in 1958-1960. Industry is 
shifting toward modernization, and toward increased expendi- 
tures on research and product development, in its long-range 
plans. 

“Manufacturing companies expect sales to increase 26%, on 
the average, by 1960. But growth industries—including most 
capital goods industries—expect sales to increase 30% to 36%.” 


Steel 


The Iron Age (May 2)—“‘There will be no recession in steel 
output this year. Demand for heavy steels will bridge the gap 
until auto steel requirements pick up this fall. 

“Current lethargy in steel is only noticeable because the 
steel rate is down from the 96% to 98% levels which existed 
last fall and earlier this year. The steel rate will average about 
88% for the second quarter, as compared with 96% in the first 
quarter. .. . 

“Looking ahead to 1958, steel putput will be heavy in the 
first and second quarters. But it will slow up in the summer 
months after the settlement—with or without a strike—of the 
auto pattern. 

“But late in 1958 and early in 1959, steel users will be faced 
with the probability of a steel strike and higher steel prices. 
That prospect will probably step up the inventory building of 
steel during the early part of 1959. . . .” 
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Roger M. Blough, chairman, United States Steel Corpora- 
tion (as reported in The Wall Street Journal, May 7)—““More 
babies and more families and more spending power and more 
research mean more steel. 

“That’s the view of Roger M. Blough . . . who [said] . . . 
that the industry will have to lift its annual capacity 50 million 
tons by 1975. 

“This 37.4% increase over the next eighteen years, he added, 
means that United States Steel, ‘to maintain its relative posi- 
tion in the market,’ will have to increase its capacity by ‘about 
1-million tons each year during the period.’ . . . 

“Mr. Blough noted American steel companies have put out 
about $8 billion since World War II to add 41-million tons to 
their annual capacity, and he asserted that the further ex- 
pansion ahead will confront the industry with enormous 
capital costs. . 

“In this light, he added, ‘one of the most important roles of 
steel’s tomorrow will be played by the investor. His under- 

(Continued on page 289) 
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Thirty Years of Change in the Wholesale and Consumer Price Indexes 
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Sources: Bureau of Labor Statistics; The Conference Board 
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DO RETAIL PRICES FOLLOW WHOLESALE PRICES? 


Past relationships strongly suggest that wholesale and retail prices over the long term move in roughly 
parallel paths . . . but what of the short term? This article examines recent years for an answer 


terizing the business situation thus far in 1957, the 
divergence of wholesale and retail price movements 
have been noticeable. Wholesale prices reached a peak 
toward the end of 1956 and have since been relatively 
stable!; on the other hand, a steady, month-by-month 
series of rises has characterized retail prices throughout 
1956 and the first four months of 1957. 
These divergent movements raise several significant 
questions of price trend and relationship. For example, 
do wholesale prices normally stop rising before retail 
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prices? If so, how much before? Isn’t it to be expected 
that the two sets will more or less move up or down 
together? 

Does their recent divergence have cyclical connota- 
tions? That is, has the present sort of price divergence 
characterized the top of past booms? 

The general presumption that wholesale price move- 
ments portend similar trends at retail finds its strongest 

1 As this article went to press, the preliminary April, 1957, figure for 
the wholesale price index was released. The 0.3% rise indicated was 
attributed entirely to higher-priced farm products and processed foods. 
All commodities other than farm and foods declined 0.1%. 
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support in a comparison of aggregate price indexes over 
long periods. The chart on page 269 shows annual aver- 
ages of the Bureau of Labor Statistics indexes of whole- 
sale and retail prices for the past thirty years. While the 
cyclical movements of the wholesale price index in 
general show a greater amplitude than those of the con- 
sumer price index, the direction and timing of these 
annual movements is very similar for both price series 
(see table). 

This similarity is especially clear for the period 1926— 
1949, when the only difference occurred at the bottom 
of the depression. Wholesale prices reached their lowest 
point in 1932, while retail prices turned up a year later. 

For the more recent period, cyclical movements have 
shown slightly less similarity. After rising considerably 
between 1949 and 1951, wholesale prices fell more than 
4% in the next two years, turned up again in 1953, and 
continued to rise through 1956. Retail prices, on the 
other hand, have shown a continuous upward trend 


since 1949, except for some weakness in 1954, when 
there were as many slight price decreases as increases 
(six each) in the consumer price index. ; 

Even though the years 1952-1955 were characterized 
by relative price stability (retail prices rose only 0.9% 
during this period), a general upward trend persisted 
during the entire 1949-1956 period. After the divergent 
movements of retail and wholesale prices in 1951-1953 
(retail prices continuing upward, while wholesale prices 
fell), the two indexes again showed a marked similarity. 
Wholesale prices were comparatively stable in 1953- 
1955, while both indexes turned up more decisively in 
1956. 

While it is not clear proof of either a causal or a fixed 
relationship, past behavior lends support to a hypothesis 
that over the long run the forces which determine both 
sets of prices appear to operate in the same direction and 
with similar strength. 

When the monthly data for the two price series are 


Scope and Measurement 


The wholesale price index is designed to measure price 
changes for all commodities sold in primary markets in 
the United States. The term wholesale refers to sales in 
quantities rather than to prices received or paid by whole- 
salers, distributors and jobbers. Primary market is 
defined as the first important commercial transaction for 
each commodity. 

The prices collected are mainly selling prices of repre- 
sentative producers or are quotations from organized 
exchanges or markets. These are based on actual sales of 
closely specified commodities to a certain class of buyers 
at a certain shipping point. Transportation costs are ex- 
cluded from the index unless their direct inclusion in the 
primary market price is common practice for an industry. 
Subsidies and direct excise taxes are similarly excluded. 
In addition, prices at retail, and prices for securities, real 
estate, and construction are excluded. 

The whole universe of primary market commodities is 
covered, with about 2,000 commodities actually priced. 
The generality is achieved by assigning the weight of 
products not directly included to a commodity which is 
priced for the index, and is similar in price behavior. The 
basic weights used in the WPI in the period 1947-1954 
were derived from total sales of products (including im- 
ports and exports) at the primary market level for the 
year 1947. Beginning in January, 1955, weights were 
based on the 1952-1953 average of estimated dollar 
values of primary market transactions. 


The “CPI” 


The consumer price index is designed to measure 
changes in the cost of a fixed market basket of goods and 
services bought by wage-earner and _ clerical-worker 
families living in cities of over 2,500 population. The con- 
tents of the market basket represent the average quanti- 
ties and qualities of goods and services bought by fami- 


lies of this description with an upper income limit of 
$10,000 per year. 

Prices are collected by Bureau of Labor Statistics 
agents from stores in forty-six cities selected for their 
representativeness in wage-earner family buying. The 
items priced are precisely specified as to quality, size, etc., 
so as to reflect wage-earner buying habits. 

The 300 items that are priced at regular time intervals 
cover the entire range of wage-earner buying, since each 
priced item represents one or more items whose price be- 
havior is assumed to be similar. The basic weights used 
in the CPI were derived from wage-earner family expen- 
ditures for 1951-1952. 

The consumer price index thus reflects changes in the 
cost of a fixed quantity of goods and services bought by 
a specific population group; i.e., urban wage-earner 
families. It does not measure changes in consumer spend- 
ing or level of living, nor does it measure the universe of 
retail transactions. 


Durable and Nondurable Goods 


The durable and nondurable (excluding food) com- 
modity indexes, as analyzed in the text, were constructed 
from the consumer price index to parallel those of the 
consumer durable goods and consumer nondurable goods 
of the wholesale price index economic sectors. The durable 
commodities group in the consumer index includes such 
items as lumber, plumbing, fixtures, furniture, floor 
covering, bedding, appliances, durable housewares, new 
and used automobiles, sporting goods, and durable toys. 
The consumer nondurable commodities (excluding food) 
group includes such items as paint, paint brushes, gas, 
electricity, solid fuels, fuel oil, household textiles, house- 
hold paper, electric light bulbs, cleaning supplies, ice, 
apparel, tires, gasoline, motor oil, prescriptions, drugs, 
toiletries, nondurable toys, tobacco products and alco- 
holic beverages. 
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compared with National Bureau of Economic Research 
reference dates for business cycle turning points, no 
clear-cut relationship results. While the wholesale price 
index shows a greater cycle sensitivity than the con- 
sumer index, results even here did not prove conclusive. 
During the earlier periods through the Thirties, cyclical 
changes in the wholesale index led business cycle turns 
by a few months. After that period, however, the cycle 
sensitivity of the wholesale index seems to have de- 
creased. This may partly be attributed to the short 
duration of recent cycles, but the increased coverage of 
commodities, and especially the increased importance 
accorded manufactured products, may have also 
contributed. 


\ 


IN THE SHORT TERM 


While similar for some periods, short-term changes in 
the indexes diverged considerably in other periods and 
in some months even moved in opposite directions (see 
top panel, page 272). 

The extent of the similarity or divergence of move- 
ment can be demonstrated by a count of the pluses and 
minuses in the two indexes during the past eight years. 
During these ninety-nine monthly periods, the whole- 
sale price index increased forty-eight times, decreased 
forty-seven times and remained unchanged in only four 
months. The comparable breakdown for the retail price 
index was quite different, with sixty-four rises and only 
twenty-eight declines and seven standstills. 

Of the ninety-nine observation periods, coinciding 
movements occurred in fifty-one (sixteen downwards 
and thirty-five up), and opposite movements in forty- 
eight. 

On the reasoning that time would normally elapse 
before higher production costs are passed on to the 


Cyclical Changes in the Wholesale and the 
Consumer Price Indexes 


Wholesale Price Index Consumer Price Index 


Average Average 
Annual Annual 
% % % % 
Year Change Change Year Change Change 
Cyclical Decreases 
1926-1932..... — $5.2 — 5.9 1926- —26.9 —3.8 
1933 
1937-1939..... — 10.7 — 54 1937- — $3 —1.6 
1939 
1948-1949..... — 56.0 — 5.0 1948- — 1.0 —1.0 
1949 


1951-1953..... — 4.1 — 2.0 


Cyclical Increases 


1932-1937.....] + 13.3 + 2.7 1933- +11.0 +2.8 
1939-1948..... +108.4 -+12.0 1080- +73.1 +8.1 
1949-1951..... + 15.7 Se flee) 1948- +141 +2.0 
1953-1956. .... + 3.8 sta 2 
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consumer, it might be expected that changes at the 
wholesale price level would precede those at retail. But 
the introduction of a three-month time lag, for example, 
in the comparison of the two price series only worsens 
the situation: out of a total of ninety-six observation 
periods, only forty-four changes occurred in the same 
direction. 


SOME OTHER REASONS 


Thus wholesale price fluctuations do not seem to 
serve as a sound base for the prediction of short-term 
price movements. Even though the straight comparison 
of the two indexes yielded fifty-one coincidences 
(slightly better than one out of two observation peri- 
ods), such a result is scarcely sufficient for any firm 
extrapolation of retail price changes. This is not surpris- 
ing, since both the nature of the two indexes and general 
economic logic would lead to an expectation of short-run 
variations. Some of the reasons are as follows: 


@ The two price indexes—wholesale and retail—do not 
measure identical things or cover identical groups of 
things. The consumer price index registers changes in the 
cost of a market basket based on the expenditures of 
wage-earner families in 1950. It does not and is not 
intended to measure changes in all retail prices. 

The wholesale price index is specifically designed to 
encompass all goods at primary market level.! It is com- 
posed of goods in various stages of production, while 
the retail price index contains only finished goods and 
only the types bought by a specific population group. 
The retail index necessarily reflects all costs going into 
the final product, not just those of the raw or intermediate 
materials consumed or fabricated in the production of 
these final products. 


e A second difference in the composition of the two 
indexes stems from the fact that the wholesale index 
includes commodities only, while the retail index measures 
the entire range of consumer buying, including services 
such as rents, telephones, etc. All these together account 
for about one third of the consumer price index market 
basket. A given across-the-board increase in primary 
prices consequently could not be expected to produce a 
comparable increase in retail prices (see note on 
page 270). 


e A third reason for the dissimilarity in short-run move- 
ments of the two indexes lies in the varying time periods 
which may elapse before price changes are passed on 
from the raw-material stage to the retail level. These 
time lags necessarily vary for each consumer product 
according to its composition, its technological process, 
the length of production cycle, and the system or chan- 
nels employed for its distribution. 
For some consumer goods, especially perishables, it is 
conceivable that primary market changes may be almost 
1 The term “primary market” is used to denote the first important 
commercial transaction for each commodity. The prices included are 


generally producers’ prices quoted for their most important channels 
of distribution or prices quoted on organized exchanges or markets 
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immediately reflected at the retail level. Thus an early 
morning wholesale price for fresh produce at fruit and 
vegetable markets can be reflected at retail as soon as 
retail outlets open for business on that day. The price to 
the consumer of other commodities, on the other hand, 
may not be affected until many months after the initial 
change at the wholesale level. 

Another factor in this context is the price variations of 
seasonal commodities. An early spring rise for leather, 
for example, may reach the footwear industry at a time 
when the spring lines are already passing through distri- 
bution channels and may therefore not affect retail prices 
until autumn lines are ready for distribution. 


@ The difference in distribution costs which enter into 
the price of a commodity as it passes from the primary 
market to the retailer and finally to the consumer will also 
produce divergence. Moreover, if distribution costs are 
passed on to the consumer by way of a fixed percentage 
markup on wholesale prices, any change at wholesale 
will have an accelerated effect on retail prices. Primarily 
noncommodity costs (such as transportation and distribu- 
tion costs) are added from the time the commodity leaves 
the factory until it reaches the consumer. Such cost 
changes obviously are not reflected in the wholesale 
price index. Additional factors which can be relevant are 
excise and retail sales taxes, both of which are excluded 
from the wholesale price index. 


@ Price changes for an individual commodity affect the 
total index, either wholesale or retail, according to the 
relative importance or weight that that given commodity 
carries in the index. For example, in December, 1954, the 
relative importance of passenger cars in the wholesale 
price index was 4.5%; in the consumer price index it was 
only 2.8%. Even if a price change for automobiles on the 
wholesale level were immediately reflected, its impact on 
the consumer price index would only be slightly more than 
half what it would be on the wholesale price index. Con- 
versely, a change in prices of processed foods, accounting 
for only 13.7% of all commodities in the wholesale price 
index as against a weight of about 20.5% in the consumer 
price index, could affect the retail price level 1.5 times as 
much as the wholesale price level. 


@ Inaddition to considerations involving the nature of the 
two price series, there are general factors impeding 
similarity of movement. Criteria other than cost factors 
may play an important role so that retail prices may not 
necessarily reflect higher or lower costs over short periods. 
Thus the extent that changes in wholesale costs are 
reflected at the retail level depends ona variety of factors. 
The competitive situation for a given product may compel 
the retailer to absorb higher costs. Or the absence of 
competitive pressure may reduce the probability that 
lower costs will be passed on in lower prices. Again, 
increases in productivity through technological change or 
higher operating efficiency may offset cost increases and 
enable their absorption by the producer without affecting 


profit margins. 
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@ The existence of inventories, which may be moved at 
either the old or the new price, depending on the market 
situation, may also influence price formation. A desire to 
maintain relative price stability of a consumer product 
may motivate retailers to absorb some cost increases or 
to cut down on some services rather than make prices 
conform with every change in wholesale costs. The 
channels of distribution, which differ with various end 
products as well as for the same product, may also affect 
the degree to which changes in costs are passed on. 


e All these factors clearly affect pricing as determined 

on the sellers’ side of the picture. But buyers, in their 

reaction to price change, also exert influence. Consumer 

income, taste and expectation, among other factors, 

1 Pricing of products may vary greatly by the type of outlet 
through which they are distributed. Whether the retailer depends for 
his profit on a fast turnover or caters to a smaller public and extends 
more services, plays a major role in the pricing of his merchandise. 
For example, the pricing policy of a department store, which handles 
a variety of products and can afford to cut its profits on some of them, 
will differ from that of a specialty store handling fewer products 


Price Movements of Footwear Traced from the 
Raw-material Stage to the Retail Level 
Index numbers: 1947-1949 = 100 


140 


RATIO SCALE FOOTWEAR 
130 Si 


4 


a 
EL: eajeecemnomomanem Sf FOOTWEAR 
WPI 


110 
100 
90 LEATHER 
Wel 
80 


70 


HIDES & SKINS 
WPi 


60 


50 


4011953 1954 1955 1956 1957 


“Preliminary WPI: wholesale price index; CPI: consumer price index 
Source: Bureau of Labor Statistics 


Q74 


determine the demand elasticity for a product. Together 
with the possibilily of switching to a near substitute in the 
event of too great a price or quality change, they help to 
determine whether wholesale price changes are reflected 
at retail. 


Thus many considerations tend to confuse and to 
reduce any similarity in short-run movements of the two 
indexes. The influence of some of these factors, how- 
ever, may be minimized by juxtaposing only some of the 
more comparable component parts of the wholesale and 
retail price indexes. 


REFINING THE PROCESS 


The retail and wholesale indexes of just consumer 
finished goods (excluding food)! are compared on page 
272 (services are eliminated in the one index and pro- 
ducer and unfinished goods in the other). Even these 
two subsections are not strictly comparable, since the 
consumer finished goods sector of the wholesale index in- 
cludes a somewhat greater variety of products (e.g., 
organic chemicals, millwork, and agricultural ma- 
chinery) than does the consumer index. But the compa- 
rability is, in general, far better than that of the total 
price levels. 

The long-term course of the two sets of prices as de- 
picted in the chart are similar, as they were in the case 
of the over-all indexes, but the short-run changes di- 
verge considerably. A count of the number of respective 
ups and downs over the period démonstrates the degree 
of divergence. Finished consumer goods on the primary 
and retail markets registered price changes in the same 
direction during only twenty-six periods out of forty- 
two (nine were down and seventeen up). The whole- 
sale price index had twenty-five ups, twelve downs 
and five standstills, as against twenty declines and 
twenty-two increases in retail prices. The net result was 
that retail prices in February, 1957, were only 5.7% 
higher than in December, 1948, while the comparable 
figure for wholesale prices was +11.2%. 

These figures differ somewhat from those found in the 
comparison of the over-all indexes. In the abridged 
index, wholesale prices show a more persistent upward 
strength than retail prices. And the coincidence in direc- 
tion of the two indexes is somewhat higher (about 60% 
of the observed time periods recorded similar move- 
ments for both indexes as against about 50% for the 
over-all indexes). 

Even an occurrence of six out of ten times, however, 
is somewhat lacking in predictive value. (Some of the 
marked similarity of movement during the Korean war 
period, for example, might be attributed to a similar 
response to the same stimuli (e¢.g., scare buying and the 


1 Since the pricing of foods at the farm, wholesale, and retail levels 
poses an intricate problem of its own, food has been excluded from 
this analysis. Its inclusion would have served to complicate rather 
than clarify the comparison of wholesale and retail price movements 
because of government supports, seasonality and other factors more 
or less peculiar to the pricing of foods 


possibility of even higher prices in the future) rather 
than to a causal relationship.) 

The influences that have not been eliminated in these 
more restrictive series are, however, weaker in the con- 
sumer nondurable goods group than in the consumer 
durable goods group (bottom panels, page 272).' The 
latter group shows completely opposite price move- 
ments at wholesale and retail during the major part of 
the post-Korean period, specifically from September, 
1952, to December, 1955. Over these three and a quarter 
years, wholesale prices for durable consumer goods rose 
4.5%, while retail prices dropped 7.9%. 

This divergence might be at least partly explained by 
the structure of the retail market for many of these 
products. The effect of the growth of discount-house 
trading and of subsequent action of other retailers to 
improve their competitive position by absorbing a 
greater percentage of costs customarily passed on to the 
consumer could, for example, well have played a major 
role in accounting for the divergent movements. The 
full extent of this dissimilarity is indicated by the fact 
that coinciding movements were registered in only 
eighteen out of a total of thirty-three observation 
periods. The nondurable goods sectors, on the other 
hand, show a greater similarity of price movement— 
twenty-one out of thirty-three coincided in direction of 
movement. Even so, roughly one out of three changes 
shows a divergent movement. 


SPECIFIC PRICE EXAMPLES 


Even better insight might be gained by following 
price changes along the entire path from the raw- 
material stage to the final retail level. An attempt in 
this direction can be made by examining price behavior 
of specific commodities or commodity groups at various 
stages in the production and distribution process. For 
example, footwear and a bedroom suite are commodities 
that in all stages retain a significant proportion of the 
initial raw-material cost in their total cost. They might, 
therefore, be expected to reflect price movements from 
the raw-material level on upward to a greater extent 
than commodities that consume so little raw material 
that material costs form an insignificant percentage of 
total production and distribution costs. For footwear, 
price movements can be traced for four different stages 
of the process: (1) hides and skins; (2) leather; (3) foot- 
wear at primary market levels; and (4) footwear at retail. 

Monthly data covering the period mid-1953 to spring 
1957 are plotted for each of these stages on page 273. The 
price behavior of hides and skins is fairly unstable over 
the entire period of four and a half years, particularly 
when compared with the movement of the subsequent 
stages—leather, footwear at primary market, and finally 
footwear at retail. In fact, prices grow progressively 
more stable the further the product is removed from 
the raw-material stage. 


1 These breakdowns were especially designed to parallel the com- 
parable groups in the wholesale price index. See note on p. 270 
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Roughly, prices of hides and skins dropped 37.9% 
between June, 1953, and December, 1954, and then in a 
ten-month climb increased 31.4% by October, 1955. The 
subsequent period exhibited a somewhat more stable 
price behavior; after some ups and downs the index 
dropped 13.6% by December, 1956. 

The influence of these rather strong price fluctuations 
is reflected to a much lesser degree in the movement of 
the leather price index. This index turned down in the 
summer of 1953 at the same time as did hides and skin 
prices, but it dropped only about half as much (17.1%). 
The subsequent upturn carried through April, 1956, 
lasting five months longer than that of the raw-material 
stage, and resulted in a 16.5% increase. Again, this 
change was only about half that registered by the hide 
and skin price index. 

In the next seven months, the leather index leveled 
off, declining 4.2% by November, 1956. During this 
period, the magnitude of change of the two indexes 
diverged even more than previously. Hides and skins 
dropped 13.6%, but leather was down only 4.2%. With 
only two exceptions when they were reflected immedi- 
ately, price changes at the raw-material stage led those 
at the subsequent level by one to six months. More- 
over, only the very pronounced or sustained changes 
were reflected, as can be seen in the chart. 


A Characteristic Downward Movement 


In other words, price stickiness, especially in down- 
ward movements, seemed to be characteristic. This also 
appears to hold true for the following stage—footwear at 
the primary market level. The relative price stability 
which prevailed throughout the period is striking here. 
The price decline and subsequent upswing at the raw- 
material and primary processing stage during mid-1953 
to early 1955 was not reflected at all in the prices of foot- 
wear at wholesale, which remained virtually unchanged 
throughout the entire period. Towards the end of 1954 
(a year and a half after the start of the price decline at 
previous processing stages), wholesale prices for foot- 
wear began to edge down. By September, 1955, they 
reached a level 0.3% below that of June, 1953. 

The December, 1954, upturn of hides and skins finally 
penetrated to the footwear level in the fall of 1955, and 
footwear prices rose 8.2% during the following nine 
months. This percentage increase was only about half as 
large as that for leather and one fourth of that experi- 
enced by hides and skins during their upswing. But, 
again, movements upward were reflected more strongly 
than those downward. Shoe prices remained stable from 
June, 1956, rising only slightly towards the end of 1956. 
The price declines in the prior production stages thus 
were not reflected at all in the footwear index. 

Retail prices of footwear were even more independent 
of prior processing price trends than were wholesale 
prices. The entire mid-1953—end-1956 period at retail 
was characterized by a slight upward tendency, which 
became more pronounced towards the middle of 1955. 
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Subsequently, retail prices rose steadily, and by March, 
1957, they exceeded the fall-1955-mid-1956 increase in 
wholesale prices (which had risen 8.2%) by more than 
2%. The greater sluggishness of retail prices, especially 
in response to declines on the raw-material stage, and 
the more sustained price increases are in part the reflec- 
tion of a general pricing policy of infrequent changes at 
retail and of the stickiness of downward price movements. 

The differences between price behavior at wholesale 
and retail are, of course, substantially compounded by 
the addition of distribution and other postproduction 
costs. According to one study of this industry, an aver- 
age margin of 40.3% existed in 1939 between the value of 
footwear at the factory and the price the consumer 
finally paid.! There are indications, moreover, which 
strongly suggest that this margin may have increased 
rather than decreased during the past fifteen years. 
Hourly earnings in the retail trade? for example, have 
about tripled, rising from an average of $0.536 in 1939 
to $1.61 in January, 1957, while distribution costs in 
general have risen considerably. 


e Thus examination of the various production and distri- 
bution stages of footwear from 1953-early 1957 indi- 
cates that price changes were reflected to an increasingly 
smaller degree as the product moved from the raw- 
material stage to the retail market. While the long-term 
trend comparison still remained valid for the wholesale 
and retail movements of footwear prices, short-term 
fluctuations could not be directly deduced from the 
primary market movements. Nor could the short-term 
price behavior of footwear at primary market level be 
deduced from price fluctuations of the prior production 
stages. 


A DURABLE GOODS EXAMPLE 


Data for the bedroom suite’ are plotted on a quarterly 
basis below. The price movements are charted for 

1 Ruth P. Mack, “Factors Influencing Consumption: An Experi- 
mental Analysis of Shoe Buying,” National Bureau of Economie Re- 
search, Technical Paper No. 10, 1954 

2 Excepting eating and drinking places F 

3 Bed, dresser and chest. These are usually sold and priced together 
at retail. For the wholesale price index, the individual items were com- 
bined by their base relative importances 


Price Movements of a Bedroom Suite Traced from 
the Raw-material Stage to the Retail Level 
Index numbers: 1947—1949 = 100 
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the period from mid-1953 through March, 1957, for 
three stages of production and distribution: (1) ply- 
wood; (2) a bedroom suite at the primary market level; 
and (3) a bedroom suite at the retail level. 

As in the case of footwear, price changes were most 
pronounced at the primary stage. Plywood prices fell 
11.3% between June, 1953, and June, 1954. They then 
turned up and had climbed 7.8% by March, 1956, only 
to fall 12.0% between March and December, 1956. 

The curve depicting the primary market price be- 
havior (page 275) of a bedroom suite reflects these up and 
down swings to a much lesser extent. As plywood prices 
fell, those for the bedroom suite remained virtually 
unchanged until the beginning of 1954. Only then did 
they turn down, to reach a level in March, 1955, 1.4% 
below that of June, 1953. 

Accordingly, it took about nine months for the raw- 
material cost reductions to penetrate to the finished- 
product level. (The price decline on this level lasted as 
long as that on the raw-material stage.) Consequently, 
the subsequent upswing took place with a nine-month 
time lag. Prices started to rise in the spring of 1955, 
and in September, 1956, were 6.3% above the March, 
1955, low. As in the case of the nondurables example— 
footwear—price upswings were reflected more strongly 
than price decreases. 

The latest downturn in plywood prices, which has 
continued for about nine months, has apparently not 
yet reached the finished product level. If a nine-month 
time lag should prove to be typical for the furniture 
industry, bedroom prices at wholesale should turn down 


before July, 1957. This, however, will depend, among 
other things, on the market situation at that time, and 
the raw-material cost decrease may not be passed along 
at all. 

For the first part of the period (mid-1953 to spring, 
1955), the retail price picture for the bedroom suite was 
very similar to that of the wholesale price movements. 
In March, 1955, however, the two indexes were in op- 
posing movement. Retail prices continued to fall, while 
wholesale prices turned up, which was the prevailing 
situation in durable goods (see page 272). The price be- 
havior of bedroom suites might, therefore, be attributed 
to the general marketing situation of these commodities. 


WHAT THE STUDY REVEALS 


The above investigations generally support the pre- 
sumption that wholesale price movements in the long 
run are a good indication of retail price changes. But for 
the period examined here, general economic influences 
on price formation, as well as various factors inherent 
in the structure of the two price series, make imprecise 
any prediction of short-run fiuctuations in retail prices 
on the basis of wholesale price movements. This absence 
of parallel movements is somewhat less well defined for 
consumer nondurable goods than for consumer durables, 
but even there the similarity of movement has been 
too limited at least in the recent past to serve as a firm 
basis for prediction. 

HELEN B. Junz 
THEODORE R. GatTEs 
Division of Consumer Economics 
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Reporting Foreign Operations—A study of existing and sug- 
gested procedures for reporting financial and operating 
results of foreign subsidiaries of United States corporations. 
Problem areas that are explored include the translation 
of foreign currency accounts into dollars, the measure- 
ment and significance of gain or loss resulting from exchange 
rate movements, and the inclusion of the accounts of foreign 
subsidiaries in consolidated financial statements. By Samuel 
R. Hepworth. Bureau of Business Research, School of Busi- 
ness Administration, University of Michigan, Ann Arbor, 
1956. $3.50. 


The Presentation of Technical Information—The difficulties 
of presenting technical information in an interesting way 
are too well known to need repeating. Those difficulties 
arise from the fact that technical writing is “functional’’; 
that is, it is in the literary form better known as exposition, 
or as a blend of exposition and description. In the scientific 
and engineering fields, both forms tend to become bogged 
down in specialized jargons and unintelligible to anyone 
except the technician. Mr. Kapp argues convincingly that 
technical writing does not have to be dull. He follows with 
practical suggestions on language, style and reader psy- 
chology that will be helpful to anyone who has to deal with 


technical exposition. By Reginald O. Kapp, B.Sc. (Eng.), 
M.I.E.E. The Macmillan Company, New York, 1957, 
148 pages. $1.95. 


Welfare in New Zealand—The papers reproduced in this 
volume were delivered at the Seventh Annual Convention 
of the New Zealand Institute of Public Administration, 
held in Wellington in May, 1955. They deal with the policy 
and administrative problems that have arisen in New Zea- 
land’s welfare program. In addition an appendix provides 
some descriptive material for overseas readers. Ozford Uni- 
versity Press, 1956, 120 pages. $2.60. 


Consumer Behavior and Motivation— Papers read at the 1955 
marketing symposium held by the marketing department of 
the University of Illinois. An inquiry into the methods used 
and the meaningfulness of studies of motivational and be- 
havioral patterns to the solution of marketing problems. 
Some of the techniques used in the measurement of these 
patterns are examined. A bibliography of limited scope on 
consumer behavior and motivation is included. Edited by 
Robert H. Cole. Published by the Bureau of Economic and 
Business Research, College of Commerce and Business Admin- 
istration, University of Illinois, Urbana, Illinois, February, 
1956, 124 pages. $1. 
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Another Rise in Retail Prices 


The retail price level, as measured by The Conference have been declining steadily during the past six months, 
Board’s consumer price index, increased 0.2% in April, dropped 2.9% and reached a level 14.3% below that of a 
1957. The all-items index for the United States reached year ago. Declining coffee prices more than offset the ad- 
103.9 (1953= 100), a rise of 0.2% over March and 2.9% vances for fats and oils and for sugar in the “other food” 
over April, 1956. index. 


The purchasing value of the consumer dollar declined 
to 96.2 cents (1953 dollar = 100 cents) in April, 1957. This The Other Components 


was 0.2 cents below the March, 1957, figure and 2.8 cents The housing index moved higher, with slight increases 
less than in April, 1956. in all its component parts. Rents, up 0.5%, rose the most. 

Price increases from April to May, 1957, occurred in Fuel, power and water, despite a 0.2% reduction in gas 
the five major areas of consumer spending included in the rates, moved up a slight 0.1%, as did the furnishings and 


The Conference Board's Consumer Price Index—United States Cities Over 50,000 in Population 


1953 = 100 Rebased Indexes 


Housing { AN 
Trans- ___ |Purchasing Items 
ish- | Apparel * Sundries | Value of 
Rent Power a cad eagrbie's Dollar |, OO, 
Water |Equipment 

1956 March See Pp 105 .7r 4 99.4 105.1 103.7 98.9 115.0 
PADYA fare a .0 105 .7r 3 99.6 104.4 103.7 99.0 115.0 
Mayes. ci 2 105 .3r ft 99.7 104.1 103.8 98.8 115.2 
DUNE siocicss. mf 105 .3r sal 99.9 108.9 103.9 98.3 F 115.8 
SOLy eco. al 103.9 .0 100.0 104.0 104.2 97.9 116.2 
August. 3 104.0 9 100.2 103.9 104.5 97.8 116.4 
September 4 104.38 8 100.3 104.1 104.7 97.6 116.6 
October yf 104.7 8 100.5 104.1 105.0 97.4 116.9 
November. 2 105.3 6 100.7 107.7 105.2 96.9 117.4 
December... 2 105.5 8 100.7 107.9 105.4 96.9 117.5 
1956 Annual ay.. 9 105 .0r 38 100.0 105.0 104.2 98.1 116.0 
1957 January... 4 107.8 99.8 100.8 107.8 105.5 117.7 
February. . 6 ; : s 108.6 100.0 100.9 107.7 105.8 ‘ 117.9 
March.... - = : 5 108.7 100.4 101.0 107.3 106.1 118.1 

April... ...%< } 100.6 105. 5 108.8 100.5 101.1 107.4 106.8 


Percentage Changes 


O50) |= Osta 01) | -0 Si en--0) 2S 2 
He = 


8/57 to 4/57... +0.2) +0.5 0.2| +0.2 


4/56 to 4/57... +2.7 +1.8 +2.9 2.8 +2.8 
r-revised 
index. Food, housing and sundries costs were each up equipment and the household operations groups. Apparel 
0.2%, apparel and transportation each 0.1%. costs rose slightly: a fractional increase in men’s apparel 
A prices was augmented by a somewhat larger rise in dry 
Food Erratic cleaning and shoe repair charges. Women’s apparel costs 
Food prices continued the zigzag movement that has remained at the March level. Higher used-car prices, as 
characterized the first part of 1957. The slight decline in well as increased automobile upkeep charges, more than 
March was more than balanced by the upturn in April as offset price declines for new cars. These increases, and 
fruit and vegetable prices started to rise and advances higher public transportation rates, accounted for the rise 
continued in the meat, fish and poultry group (fish was in the transportation index. The cost of sundries moved 
somewhat cheaper during the month). Fresh vegetables, up, personal and medical care as well as recreation be- 
despite a 1.5% decline in potato prices, were slightly coming more expensive. 
higher; frozen fruits and vegetables were substantially Compared with a year ago, all commodity groups were 
cheaper. Cereal and bakery products rose 0.5%, with substantially higher. Food, recording the largest increase, 
higher bread and flour prices). All these increases were cost 3.7% more. Transportation was up 2.9%, housing 
partly counterbalanced by declines in the dairy products 2.7%, sundries 2.5%, and apparel 1.5%. 
and eggs and the “other food” groups. Egg prices, which —H. B. J. 
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Executives Report: 


[Survey of Business Experience] 


RATE OF COLLECTIONS SLOWED 


the past six months in almost one half of the 253 

companies participating in this month’s survey of 
business practices (see table 1). While many of these 
firms are not yet particularly alarmed by the develop- 
ment, they intend to pay much closer attention to their 
rate of collections and be more demanding in requests 
for credit information from new customers. 

Furthermore, one out of six firms reports having al- 
ready tightened its extension of credit within the past 
six months. For example, the credit manager of a leather 
products firm indicates that “merchants who had been 
habitually slow payers and the more marginal operators 
have come under closer scrutiny. In some instances our 
lines of credit to them have been substantially reduced 
or the account closed out.” 

On the other hand, the controller of another firm does 
not believe in “‘varying credit policy with the business 
cycle. A customer should be accepted on a permanent 
basis or not at all. It is unfair to him to refuse credit 
when the going is tough if he is holding his own with his 
industry. Such a policy on our part would accentuate 
fluctuations in our own volume by cutting out accounts 
when our volume is already suffering and adding new 
accounts when our volume is booming.” 


WHY THE SLOWNESS 


Tight money conditions are held most responsible 
by cooperating companies for lengthening the period 
of collections. The treasurer of an instruments, controls 
and apparatus company writes: 


Tes RATE of collections has slowed down during 


“As a result of the general tightness of money or inability 
of customers to obtain loans on what they consider favor- 
able terms, they ‘borrow’ by slow payment to vendors.” 


Likewise, the credit manager of a petroleum refining 
firm believes that “tight money conditions have forced 
many businesses to lean on their creditors after being 
refused regular bank financing.” 

However, most cooperators admit that no single fac- 
tor is responsible for the slow-up trend in collections. 
They attribute it to a combination of circumstances 
acting upon their customers’ ability to pay promptly, 
including “competition, increased cost of doing business 
and the difficulty in securing bank loans.” 

A producer of general industrial machinery believes 
the trend toward slower collections to be the result of 


“the tight money market, high dealers’ stocks, and the 
necessity of paying high income taxes during the first 
quarter of 1957 owing to the large 1956 volume enjoyed 
by most of our customers.” 

While most reporting executives agree that the slow- 
up in collection rates has been most noticeable in smaller 
and marginal companies, a few firms indicate that even 
large corporations are “requesting special delayed- 
payment terms” or are “taking the maximum time al- 
lowed under the terms of sale.” 

Payments of accounts receivable have lagged during 
the past six months in several firms owing to their cus- 
tomers’ “decreased sales” and “lower volume of busi- 
ness.”” On the other hand, a producer of inorganic 
chemicals writes that the unfavorable trend in collec- 
tions stems “not from deteriorating business conditions 
but from the strained working capital position of cus- 
tomers brought about by increased sales volume and 
capital expansion.” 

And the vice-president of a refrigeration equipment 
company explains that the current tendency toward 
slower payments is due to “‘customers trying to do an 
increasing volume of business with a limited amount of 
working capital; and to steadily declining profit margins 
which have slowed down their rate of new capital forma- 
tion at just the time when their most urgent need for 
additional capital is developing.” 


Competition a Factor 


Other companies cite keener competitive conditions 
as most responsible for their slower rate of collections. 
A vice-president of a rubber products company writes: 


“Concessions by our competitors in the way of price dis- 
counts and terms have slowed collections because it is only 
natural that customers play one supplier against the other 
for the best deal they can get in both prices and terms.” 


Another explanation for slower collections is advanced 
by one producer of leather and products who believes 
that “competition is forcing many of our customers to 
carry larger assortments of merchandise, both in types 
and price lines, thus tying up customary working 
capital.” 

A Chain Reaction 


Several respondents report that the downward trend 
in their collections rate results in turn from customers’ 
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Table 1: Collection Rates and Credit Extension Practices 


Industry 


Metals 
Aircraft and parts 


i ae 


Blast furnaces and steel mills. ....... 


Communication equipment.......... 


Electrical industrial equipment...... 


Hardware. ..-. ae re ees 


Industrial machinery—general....... 


Industrial machinery—specialized. ... 
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eis Rate of Collections During Past Six Months Credit Extension Practices During Past Six Months 
nai Improved | Unchanged Slowed {Not Reported] Liberalized | Unchanged | Tightened Other 
A VJ Ay 
B Vv v/, 
C VJ a7 
A Vv Vv 
B Vv JV 
fe V Vv 
D Vv Vv 
Y y 
G / J/ 
H / / 
I Vv Vv 
J Vv Vv 
A Vv Vv 
B J/ Vv 
Cc VJ/ J/ 
A V Vv 
B Vv Vv 
c VJ Vv 
D VJ a 
E Vv Vv 
F VJ Vv 
G JV Vv 
H VA Vv 
I VJ Vv 
A Vv Vv 
C y Meu eae 
D / Vv 
E Vv Vv 
F Vv Vv 
G V Vv 
H Vv Vv, 
I Vv Vv 
A J Vv 
B Vv Vv 
C J Vv x 
D 
E Vv Vv 
F Vv Vv 
G Vv Vv, 
H VJ Vv 
I Vv A 
J V Vv, 
K V Vv 
L Vv Vv, 
M Vv Vv 
N vA Vv, 
O J Vv, 
P Vv Vv 
Q Vv Vv 
R Vv Vv, 
S Vv Vv, 
a Vv Vv 
U Vv v 
Vv Vv x, 
Ww Vv Vv, 
x Vv Vv, 
Y J Vv 
A J Vv 
B VJ v, 
Cc J Vv, 
D Vv Vv, 
E J Vv 
F Vv = 
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Table 1: Collection Rates and Credit Extension Practices—continued 


eee SE Se ee eee 
Rate of Collections During Past Six Months Credit Extension Practices During Past Six Months 


Industry Compaay | __— —__—_—_—_————_ 
Improved | Unchanged Slowed |Not Reported] Liberalized | Unchanged 


Metals (continued) 


G Vv Vv 
H Vv Vv 
I V Vv 
J Vv Vv 
K Vv 
L v Vv 
M V M, 
N Vv M, 
0 Vv v 
P V a/ 
Instruments, controls and apparatus..| A / 4 
B Vv 
C Vv Vv 
D Vv Vv 
E Vv Vv 
F Vv v 
G Vv nN, 
T Y ¥ 
J Vv v 
K Vv Vv 
L Vv Vv 
M Vv Vv 
N Vv Vv 
Iron and steel foundries............. A J 
: ’ 
C Vv Vv 
D Ve Vv 
E Vv v. 
F i : M4; 
H v % 
J M 
/ 
K Vv Vv 
Metal stamping and coating......... A ay 
B Vv iv 
2 Vv 
D Vv V 
Metalworking machinery............ A / / 
B ny a 
D v, y, 
; y 
Vv 
G JV Vv Vv 
H J “i 
j “ v 
: Y ¥ 
J 
4 v 
Motor vehicles and parts............ A VJ 
D J we 
F VJ NY 
Nonferrous metals.................. A EVA 
B V _ of 
: v y 
“i V 
E J ‘ 
i y y 
H Vv 


Tightened Other 
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Table 1: Collection Rates and Credit Extension Practices—continued 


Rate of Collections During Past Six Months Credit Extension Practices During Past Six Months 
Improved Unchanged Slowed |Not Reported| Liberalized | Unchanged | Tightened Other 


Industry Company 


Meials (continued) 


I Vv Vv 
J JV J/ 
K VJ Jf 
L / J 
Office equipment................... A JV VJ 
B J/ / 
C a/ ay 
D Vv Vv 
Refrigeration equipment............ A VJ J/ 
B Vv v 
C S / 
D Vv Vv 
E VA Vv 
Structural metal products........... A J/ a/ 
B Vv Vv 
C Vv 
D Vv Vv 
EOL OMS CLOLE Pom es Anis oe Sate « 6 dhs 0 wie's.s 9 72 66 1 14 106 26 2 
Nonmetals 
Apparel and related products........ A JV VJ 
B Vv Vv 
Cc Vv Vv 
z ae y 
F Vv v 
Chemicals—inorganic............... A J ai 
B Vv Vv 
Cc Vv Vv 
D V/ Bf 
E Vv Vv 
F Vv Vv 
: ’ ’ 
I Vv Vv 
Chemicals—organic..............+--- A J J 
; B v v 
C Vv Vv 
D J Vv 
E Vv ats 
F Vv Vv. 
G JV Vv 
H Vv V 
I Vv Vv 
J Vv Vv 
K JV Vv 
L Vv a 
M JV Vv 
truction materials............. A J J 
Cons B ay / 
C Vv v, 
D JV Vv 
E Vv Vv, 
F Vv Vv 
G y, Vv "I 
H 
I Vv Vv, 
J Vv vy, 
K Vv Vv, 
rn Vv Vv, 
M Vv Vv, 
N Vv Vv, 
O Vv Vv 
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Table 1: Collection Rates and Credit Extension Practices—continued 


Credit Extension Practices During Past Six Months 


Rate of Collections During Past Six Months 
a 
Improved | Unchanged Slowed [Not Reported] Liberalized | Unchanged | Tightened Other 


—— an eee 


Industry Company 


_ eS |S | | 


Nonmetals (continued) 


Food, beverages and kindred products.| A / J 
B v v 
c Vv Vv 
D Vv Vv 
E V v 
F / Vv 
G NY, M, 
H Vv M, 
I J/ V/ 
J Vv M, 
K Vv Vv 
L V V 
Furniture and fixtures.............- A / JV 
B % wv 
C v J 
D J Vv 
E Vv Vv 
Leather and leather products........ A J/ J 
: ! 
D J/ Vv 
Lumber and products............... A 
B Vv ‘ ~ Vv 
C Vv Vv 
D Vv Vv 
E Vv 
E Vv 
Paper and allied products........... A VJ 
: v v 
c v v 
D WA Vv 
E JV Vv 
F v v 
G Vv avi 
H Vv sg 
I Vv Vv 
J V 
Petroleum refining................. - J/ J 
Vv v. 
C Vv Vv 
D J/ J 
E J J 
F Vv Vv 
G ~/ “/ 
H / J/ 
Rubber products eye eee eee A VJ/ 
B J/ uy vs 
C J/ / 
D a/ / 
E J/ a/ 
F V/ J 
Textile mill products............... A / 
B ay J Vv 
C / J 
D Vv Vv 
G Vv Vv 
H a/ as 
I Vv Vv 
J a/ ry f 
K J af | 
Total Nonmetals :..\/ Se... heat oeaeh Q 53 49 1 7 82 14 2 | 
Total Metal and Nonmetal.............. 11 125 115 Q Q1 188 40 4 


a—liberalized credit extensions to good risks; tightened extensions to poor risks 
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(Continued from page 278) 


_ inability to collect on their own accounts receivable. For 
example, the vice-president of an inorganic chemical 


products company reports that all his accounts “com- 
plain of poor collections from their customers, which 
means those of our accounts that we rate as marginal 
and those a bit above the marginal rating find them- 
selves limited as to working capital.” 

A producer of refrigeration machinery describes a 
similar situation in these words: 


“The lack of mortgage money has deterred our customers 
from completing or selling homes as quickly as they would 
like. This has the effect of tying up their money in construc- 
tion, which often delays their payment to the dealer or in- 
staller of our equipment. 

“Generally, the dealer who is undercapitalized cannot 
take care of his obligation to his supplier unless he is paid 
by the builders. Therefore, the tight money situation has its 
effect all along the line of distribution from the consumer 
to the manufacturer.” 


Weather conditions have had a pronounced effect on 
the turnover of receivables in several companies. A 
steel company attributes a slight slowing up in its rate 
of collections to “bad weather conditions in those areas 


Table 2: Are Monthly Statements Necessary 
To Maintain Good Collections 2 


Number of Companies 


Industries Neces- Si ape Total 
Bary. sary | ported 
Metals 
Aircrat and parts, . ss. oo. es eles «2 3 2c 3 
Blast furnaces and steel mills...... 1 9 10 
Communication equipment........ 3 = 3 
Electrical industrial equipment..... 3 6 9 
HAGEL WHE oa oe cs Beta ds cea vatene 5 4 9 
Industrial machinery—general...... 9 15 1 25 
Industrial machinery—specialized...| 10 6 16 
Instruments, controls and apparatus. 5 9 14 
Tron and steel foundries........... 5 6 ll 
Metal stamping and coating....... 3 1 4 
Metalworking machinery.......... 8 5 13 
Motor vehicles and parts.......... 5 1 6 
Nonferrous metals... 000.000 6 6 12 
Office equipment. ................ 4y x 4 
Refrigeration machinery........... 8 2 5 
Structural metal products......... 4 re 4 
BL OLGACTILELULE corner tro Caleta « aiete eta sis, 46 77 70 1 | 148 
_ Nonmetals 

_ Apparel and related products....... a 4 i 6 
Chemicals—inorganic............. 1 8 9 
Chemicals—organic............... 3 10 13 
Construction materials............ 8 1 15 
Food, beverages and kindred products} 4 8 12 
Furniture and fixtures............. 2 3 5 
Leather and leather products....... Q Q 4 
Lumber and products............. 4 Q 6 
Paper and allied products.......... 4 6 10 
Petroleum refining............-.-- 6 2 8 
Rubber products)... 6... .)4. 02.0. 4 Q 6 
Textile mill products............. 4 7 11 
Total nonmetals........ceesere- 43 61 1 | 105 
Total metal and nonmetals......-- 120 _|-181 2 | 253 
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where our customers predominate.” And an apparel 
company finds its collections are slower than usual be- 
cause of “‘the curtailment in trade caused by floods in 
specific areas and by drought in some agricultural parts 
of the country.” 

Seasonal factors are also mentioned by several re- 
spondents as slowing collections. One metal stamping 
and coating company reports its “‘customers in seasonal 
businesses are having difficulty in moving their high 
inventories.” 

At least two cooperators cite a change in the payment 
policies of their customers as delaying collections. One 
of these companies, a producer of inorganic chemicals, 
reports that “many large companies, in order to reduce 
clerical costs, are accumulating invoices and remitting 
them at fixed intervals. This practice results in some 
invoices extending beyond maturity date.” 


The Steady Half 


Almost one half the companies participating in this 
survey have experienced no change in the turnover of 
accounts receivable during the past six months. Several 
companies have noticed “‘certain spotty indications of 
slowness but no significant trend.” Others will watch 
closely “‘the less well-established, marginal concerns who 
are encountering problems of financing with borrowed 
funds.” 

A handful of companies report that the rate of col- 
lections has actually improved in the past six months. 
In fact, a producer of paper products reports that his 
firm’s collections during the past six months have been 
on ‘‘the best basis of any time in history.” The main 
reasons cited for better rates of collection are “intensi- 
fied collection activity” and ‘“‘a continued close and 
repeated follow-up system on open accounts.” 


CHANGES IN CREDIT EXTENSION POLICIES 


During the past half-year, sixty-five out of 253 par- 
ticipating companies have altered their credit policies 
(see table 1). Twice as many of these companies have 
tightened credit as have liberalized it. Four out of these 
sixty-five firms have been selective in liberalizing the 
extension of credit to their better credit risks and have 
tightened up on accounts with poorer credit ratings. At 
the remaining 188 firms, credit policiesremain unchanged. 


Tightening Up a Notch 


Companies enforcing stricter credit policies are doing 
so largely by ‘“‘closer screening of new accounts and 
restricting the amounts of credit extended to borderline 
accounts.” This is true of a furniture and fixture com- 
pany whose credit manager writes: 


“In accepting new accounts, we want a prospective 
customer to have a record of profitable operations, ample 
net worth, sufficient working capital, and a prompt paying 
record. We carefully watch incoming orders from old cus- 
tomers so that we keep within the open-account limits es- 
tablished for these customers.” 
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And a general industrial machinery company has “‘re- 
cently placed some customers on a cash-with-order or 
c.o.d. basis.” 


The Involuntary Liberals 


The twenty-one respondents liberalizing credit fre- 
quently attribute the practice to the need of matching 
the credit terms and policies of their competitors. The 
comment of the president of an inorganic chemical 
company is typical: 


“The use of credit as a competitive and selling tool is 
apparently on the increase as the money and credit situa- 
tion tighten. This trend makes it difficult to put restrictions 
on credit at a time when such tightening of policy would 
appear to be desirable and prudent.” 


The vice-president of an instruments, controls and 
apparatus company writes that “‘liberalizing credit 
extension is an industry-wide trend brought about by 
more competition as well as by a decline in sales 
volume.” Another firm hopes to obtain a competitive 
advantage by “‘allowing special dating to distributors on 
certain seasonal items.” 

Several of the companies are willing to take greater 
credit risks in order to attract more business. But one 
nonferrous metals producer is thinking now of discon- 
tinuing such practices. He writes: 


“With our order backlog dropping we have tended to 
liberalize our credit extensions during the past six months. 
We feel that we have about reached the limit of good busi- 
ness practice in that direction, and if any changes are made 
during the remainder of 1957 it will be towards tightening 
our credit policy.” 


Selectivity Increases 


Several firms do not have any “across-the-board” 
policy regarding the extension of credit. One producer 
of electrical industrial equipment has “attempted to 
tighten credit extension to marginal risks, and because 
of competitive conditions, to liberalize credit terms to 
good risks.” In the same vein, a construction materials 
firm has “liberalized extension of terms but has tight- 
ened credit screening.” 

The treasurer of a construction materials company 
describes his company’s policy towards its distributors 
as follows: 


“Credit extension has been liberalized in a quest for a 
broader sales base and additional volume by taking a cal- 
culated risk on some accounts which would not formerly 
have qualified for our level of open-account credit. Credit 
has been tightened with questionable accounts in an effort 
towards eliminating them from the distribution organi- 
zation.” 


Standing Pat 


Most companies have neither liberalized nor tight- 
ened credit terms during the past six months, but have 
been more careful in their appraisal of new accounts. 


For example, the assistant treasurer of a general indus- 
trial machinery firm “fully investigates new customers 
carefully in the light of their potential worth as outlets 
for our products.” The treasurer of a steel company 
believes that “basically, there is no competition in 
credit among the steel mills. The offer of better terms as 
an inducement to buy is rarely a factor in closing a sale. 
The credit decision is based on adequate information 
properly analyzed, and on company policy in reference 
to the rate of production, profit, backlog, etc.” 

At the other extreme are several companies which 
note an increasing tendency among customers to take 
the discount a week or two weeks after the discount 
date. Owing to current conditions these companies are 
not being pressed. 


The Next Half-year 


Almost all participating companies expect to main- 
tain their current policy for extending credit during the 
remainder of 1957. As the president of a steel concern 
puts it: 


“Our policy for the remainder of 1957 will continue as in 
the past, always considering economic conditions, cus- 
tomers’ problems, and credit extension within the confines 
of sound principles and practice.” 


However, a few of these firms intend to “tighten 
credit policies if the slowness in collections continues or 
gets worse.”’ Others expect no change in their credit 
policies in the near future, but “will try to eliminate a 
few exceedingly weak accounts.” 

Of the forty companies that tightened credit exten- 
sion during the past six months, several expect to be 
still more stringent during the remainder of 1957. But 
the treasurer of one office equipment company believes 
that “competitive conditions in this industry would 
make it impossible to further tighten credit in any way 
in the near future.” 

In fact, several firms indicate that their policies on 
credit will be governed mainly “by the problem of 
maintaining adequate sales volume.” 


MONTHLY CUSTOMER STATEMENTS 


Respondents are almost evenly divided in opinion 
regarding the value of sending monthly statements to 
all their customers (see table 2). Of the 251 companies 
commenting on this point, 131 feel that statements are 
not necessary in order to maintain good collections. 
Most of these companies, however, do send statements 
to “those customers who request them or where an ac- 
count becomes delinquent.” Several companies, such as 
a lumber products firm, explain that in their trade it is 
“the uniform practice of customers to settle payment 
from the invoice rather than from the statement.” 

Monthly statements are an aid in maintaining good 
collections, according to the 120 remaining companies. 
As a producer of refrigeration machinery puts it, 
“monthly statements not only bring in collections more 
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Table 3: Industry’s Terms of Sale 


Indust: (S Predict Product 
ty Ompany | or Customer Terms Industry Company jor Customer Terms 
. Class Class 
Metals Hardware (continued) 
Aircraft and parts... . A net/10-p H S feo onet/S0 
2 cul | net/sm I cul | 2/10-net/30 
2 2/15—p-net/30 Q 2/e.0.m. 
Cc net/30 3 | 2/10-r.0.g. 
Blast furnace and Industrial machinery— a : Ve 
steel mills.......... A Picteinae- Geese |) BEDEN Re genre aan pa le 
2 | 2/ns B see 
3 | 5/ns C cul | 1/10-net/30 
B 14/sm-net/30 (see below) 2 | ian 
ae ec = D cu 1 not erected —85% upon 
2 % : ye met /30 shipment balance 30 
2 days thereafter 
= Rt 72/10-net/80 erected—50% upon 
aoe ie shipment, 35% : we 
days thereafter, bal- 
‘2 P oie a ance on completion 
2 of erecting and ac- 
G ae gi Hee eigen 
P 2 2/ns 4 Q anal paris 
arge contracts—85%- 
a P : oo ale 90% monthly pro- 
sm—ne : 
gressive payments, 
. B ey 1090830 balance upon com- 
; 2 ae pletion of erecting 
Pg and acceptance 
4 | 2/20-net/40 ~ oti Wiese 
2 2/25-net/60 Q 75% upon shipment, 
6 | 2/40-net/60 ; balance in 30 days 
> Le 74/10-net/80-basic 3 | progressive payments 
Mos terms F pl | 44/10-net/30 
2 | 1/10-net/30 
Deut 3 | 2/10-net/30 
Communication large contracts—net/15 
equipment SS ipidoamalele's A 1 / u/s invoiced progres- 
B net /30 sively 
Cc pl | net/sm G  |pl-cul} 1/15-net/35 
2 | 2/sm 2| 2/15—net/35 
3 30/60/90 day trade p2 2/30 
acceptances-s H pl 1/10-net/30 
2 | 2/10-net/30 
Electrical industrial 3 | net/30 
equipment.......... A net /30 I pl | 2/sm 
B net /30 2 | net/30 
C 1/10-net/30 J pl | net/30-40 fe : 
D Bl net /30 2 | 80% upon shipment, 
Q net/10 balance when in 
8 | 2/10-p operation, but not to 
E pl net /30 exceed 60 days from 
Q 1/10 nh ee 
F 1 1/10—net/30 K 2/10-p—net/30 
‘ Q Po L cul | net/30-60 
G net /30-s Q ee oe 
H pl net /30-i select contrac ; 
2 | net/30 se terms of pay- 
3 | 2/sm , men 
I pl | net/30 M 
2 | 2/June 10th a ae 
i) 2/August 10th P 1/10 
Q pl | 2/15-net 30 
Hardware Q net /30 
A 2/30-i 8 | 30% down/ns 
B 2/10-p-due date 25th 4 | 25% down/24 months 
approximately deferred payments 
C 2/10-net/30 R net /30 
D 2/15—-p—net /30th of s net /30-s 
month following T net /30 
shipment U cu 1 net /30 
E 2/10-net/30 2 1/10-p 
F = Vv net /30 
G 2/10—p—net/30 W net /30 


Note: 2/10-net/30 means 12% for payment within ten days; net payment due within thirty days. For meaning of other abbreviations see footnotes on page 288, 
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Industry 


Hardware (continued) 


Industrial machinery — 
specialized.......... 


Instruments, controls 
and apparatus...... 


Iron and steel foundries 


Metalstamping and 
Contin geen eee 


HOAs FASS Has FUOW Pr lias 


oS PS 


Silas (pll=| [elle 


vO WP Zeon 


tam & 


oH 


K 


A 


Table 3: Industry's Terms of Sale—continued 


Product 
Company | or Customer 
cS 


lass 


pz 


° ° 
FS Gs [= = =} ~ Ke} Nae] 
WKH WH oH Wwe tS — OO 1 OH we 


ua} 
~ 


Terms 


* 


1/10-net/30 
net/30 


2/30-i 

net /60 

net /30 

net /30 
1/10-net/30 
2/10-p-net/25-p 
1/10-p-net /25—p 
1/sm—net/30 
14/10-net/30 
net /30 
14/10-net/30 


net /30 
net /30 


14/10 
+k 


net /30 
net /30 
net /30-i 


net /30 
1/sm-net/30 
2/10-net/30 
2/10-p 

net /30 

net/30 

net /30 

net /30-i 
2/10-p 

1/sm 
2/15-e.0.m.—net /45 
net/ns 

net /30 
2/10-net/30 
1/10-i-net /30 
1/sm 

net /30 

net /30 
2/15—p—net /60 
1/15-net/30 
net /30 


net /30 
* 


net /30 
44/10 

net /30 
2/10-net/30 
14/10-net/30 
net /30 
net/10—p 

net /30 

net /30-s 
2/10—p-net/60 
net /30 
4/10-net/30 
net /20-p 
14/10-net/30 
14/sm-net/30 
net /30-i 
44/10 

net /30 

44/10 


1/10-net/30 
net /30 


Industry 


Hardware (continued) 


Metalworking 
MAChINELY qe emia aie 


Motor vehicles and 


Nonferrous metals... . 


Office equipment...... 


Refrigeration 
equipment.......... 


Company 


A 
B 
C 
D 
E 
F 
G 
H 
I 


> Moan 


QW FF ASH moats OF AW 


o 


Product 
or Customer 


Class 


uo] 
We wor COwre 


Terms 


net/10-p 
1/10-net/30 
net /30 
2/10-e.0.m. 


net /30 

1/10 

net /30 

net /30 

2/10-net /30 

2/10-p-net/30 

net /30 

2/10 

net /30 

net/30 

net /30 

net /60 

net /30 

deferred payment terms 
of one-third cash, bal- 
ance in 6, 8, 10 or 12 
months 

net/30-s 

net/30 

2/10-p—net/30 

2/10-p 

net /30 

2/10-p 

2/20-p 


2/10-net /30 

net/15 

net /30 

3 month payment plan, 
1 each month 

net/ 30 


net/sm 
2/10-s—net/30 
* 


net /30-1 

net /60-i 
net/90-1 
14/sm-net/30 
44/sm 

net /30 
1/10-net/30 
1/sm-net/30 
net /us 


14/10-net /30 
1/30-net/60 


* 


16 /semi-monthly- 
net/30 
2/10-p—net/60 


net /30 

net /30 

c.o.d. or installment 
terms up to 24 
months 

net /30 

1/10-net/30 


net /30 
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Table 3: Industry’s Terms of Sale—continued 


Product 


Product 
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Industry Company | or Customer Terms Industry Company | or Customer Terms 
EEE Class 
Hardware (continued) Nonmetal (continued) 
C net/nr J 10¢-bbl/15-i-net /30 
D K 15¢-bbl/15-s—net/30 
E 2/10-p-net/30-p L ns/15-s—net/30 
Structural metal N pl mat 1 ee 
products.) <.<¢ea-<.. A pl | 1/10-net/80 2 | net/25-p 
2 | 2/10-p 8 | net/15 
8 | net/30 4 | 2/10-net/15 
B pl net /30 5 | 2/10-net/30 
2 | %/10-net/30 O cu 1 net /30 
3 | 2/10-net/30 2 | 1/10-p 
: 4 | monthly payments up 3 | 2/sm 
to 85% of total, 15% 
payable 30 days after Food, beverages and 
completion kindred products... A 2/10-i-net /30 
Cc net /30 B cul | 2/10 
D net /30 2 | installment patdeabe 
10, 17, 24, 31 da, 
Nonmetal Cc * : uv 
Apparel and related D 2/10-net/30-i 
Nroducts. se ee. ee. A cul | 8/10-e.o.m—aa E 2/10-d 
2 | 8/10-e.0.m.-bb F cul | 2/10-net/30 
B 3/10-e.o.m. 2 | 2/10-p 
GC 1/10-net/60 G pl | 2/10-net/30 
D 2/10-e.0.m. 2 | 2/30-net/31 
E 2/15-e.0.m. H cul | 2/10-net/30 
F pl | net/30 2 | net/30 
2 | net/60-seasonal I pl | 1/10 
merchandise 2 | 1/weekly 
J pl | 2/10 
Chemicals-inorganic...) A . 2 | net/10 
B - K net/weekly 
C 2/10-net/30 L 2/15-net /30 
nr 
E net/10—p-s Furniture and fixtures.| A 2/10-e.0.m.—net/15— 
F net /30 e.0.m. 
G pl | net/30 B 2/30-net/60-i 
2 | 1/10-net/30 C Net/t 
H D cu 1 2/30—net/31-1 
il net/30 2 | 1/10-net/30 
A x E cul net /30 
Chemical-organic..... A pl 2/10—p—net/30 2 | 2/30-net/60 
Q 1/10-p-net/30 
3 | net/30 Leather and leather 
B 2/15-net/30 products dsgiian)ss A pl | 5/30 
C net /30 Q 2/30 
D 2/10-net/30 B net /60 
E ig C net /30 
F 1/10-net/30 D 1/10-net/30 
G 2/10-net /60 
H net /30 Lumber and products.| A pl | 2/10-p-s 
I net /30 2 | 2/10-d 
yi nr B 1/5-d-net /30 
K 2/10-p C 2/sm-net/30-1 
L net /30 D 2/10-net/30 
M E 2/10-d 
F 1/15-net/30 
Construction materials} A 2/15-p-—net/30 ; 
B 2/15-p—net/30-p Paper and allied 
Cc * DIOCUCES ss ce wesaes A 2/10-net/30 
2 | 1/10 C pl | 1/20 
3 | 2/10 2 | 2/20 
E 2/15-p-net/30-p D 1/10-net/30 
F cu l 1/15-net /30 E 2/20-net /21 
2 | 1/30-net/60 F 2/30-net/31 
G cul | 2/10-net/30 G pl | 2/15-net/30 
10- 2 | 1/10-net/30 
2 | 2/10-p 
H 2/15-p H pl | 2/10-e.o.m.—net/60 
I pl | 2/10-p-net/30-p 2 | 1/10-net/30 
Q 2/10-net/30 3 | net/ns 
3 | 1/10-net/30 I cul | 2/30 
4 net /30 Q 2/20-p 
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Table 3: Industry’s Terms of Sale—continued 
Product 


Product 
Industry Company |or pombe Terms 
joss 


Nonmetal (continued) 
1/10-net/30 
1/10-no time option 


PS 


net /30 
1/10-net/30 
2/10—net /30 
net/15-p 
2/15-p 
1/10-net/30 
net/30 
net/15-p 

* 


Petroleum refining. ... A 


uo) 


Q 
hoe tks. 
©O tO HHO HH OD WO 


* 
* 


net /30 
payment due on receipt 
of invoice 


Hotso 


Rubber products..... 


eo 
uo) 


1 | net/30 
2 | net/20 or 25-p 
3 2/10—net/30 
4 | 2/10-e.0.m. 
2/10-p 
pl net/10-p 
2 | net/25-p 
2/10-p 
2/10th of second 
month following 
3| net/10—p 
cu 2 net/10—p 


aw 


i) 
°} 
i= 
ir 
uo] 
a 


Industry Company |or roreaad Terms 
as: 
een See 


Nonmetal (continued) 
2/10-net/30 
Q net/30 
cu 3-p 1| 2/e.o.m. ; 
2| 2/quarterly datings 
2/10-p 
2 | 2/10th of second 
month following 


yy 
Mu] 
_ 


5/10-4/70-net /71 

net/30 

1/10—net /30 

4/10/60x 

ns/10 

2 | ns/10 or 25-p 

pl | 1/10-net/60 
2 | 1/10/60x 

net /15-e.0.m. 

2/15—-p-net /15th of 
second month 
following 

3/10-2/70 

2 | 2/10/60x 

2/10-p 

6% prepayment 

iscount 


Textile mill products. . 


ta SS woanP 
° 
| 
i 


Lam 
uo) 
_ 


Ao 
uo) 
_ 


D> Or 00 
=] 
£9) 
ce 
ee 
i) 
I 


Abbreviations and Symbols 


Discount and condition of sale may apply to type of product or to class of customer or to 
combinations of both. The following is an index to the classification of reported data 
Type of product 


olme] 
N-— 


cul Class of customer 

cu 2 

p Proximo 

$ From date of shipment 

i From date of invoice 

d From date of delivery 

x Extra days allowed for discount 
e.o.m. End of month 


promptly, but also eliminate discrepancies in the total 
amount owed us by the customer, since it gives him a 
cumulative total for the month’s purchases, as well as 
any previous month’s balance.”’ Another firm concludes 
that “closed-end monthly statements are not a fixed 
necessity, but do help to maintain fast as well as good 
collections.”’ And a petroleum refining firm issues state- 
ments “more as the basis of maintaining good customer 
relations.” Other firms feel that monthly statements are 
helpful in the case of “small accounts, but make little 
difference with larger manufacturers.” 

The number of invoices sent to their customers during 
the month is often the determining factor among report- 
ing companies as to whether monthly statements are 
necessary. For example, several firms believe it would be 
impractical to discontinue sending monthly statements 
because of “the tremendous number of invoices which go 
out during a monthly period.” On the other hand, some 
firms find monthly statements to be unnecessary since 


“the bulk of the customers receive only one invoice a 
month.” 


r.o.g. Receipt of goods 
c.o.d. Cash on delivery 
ns Not specified 
or Not reported 
sm 1-15th, payable on the 25th, 15th to end of month, payable on 10th proximo 
2 Numerous and diverse products, wide variety of terms of sale 
i From due on presentation to 30 days net 
From C.O.D. to ten month terms 
oy 1-15th, payable on 10th proximo, 16-31st, payable on 25th proximo 
ca All goods billed and shipped prior to the 24th 
bb All goods billed and shipped prior to the 20th 


Twenty-four companies report that they have tried 
to eliminate monthly statements in the past, but have 
reinstated them when the experiment proved unsuccess- 
ful. An inorganic chemical company surveyed their cus- 
tomers and found that “only a minority of the accounts 
wanted monthly statements. However, subsequent re- 
quests for them by many others resulted ultimately in 
putting all accounts back on a regular monthly basis.” 
In a structural metal products firm that eliminated 
statements a few years ago, “the demand for monthly 
statements received by accounts was so great that after 
a reasonable trial period, they were reinstated.’ Other 
firms noted that without monthly statements “collec- 
tions were down approximately 5%” and “delinquent 
accounts grew rather rapidly.” 

The return to the use of monthly statements in a 
refrigeration machinery company is now “the basis of an 
aggressive collections effort along with phone calls, let- 
ters, telegrams and personal visits by credit managers.” 
Another firm recently has resumed sending monthly 
statements because it found that “the statements reduce 
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the number of collection letters sent out to overdue 
accounts.’ Several firms have not tried to eliminate state- 
ments, since, as in the case of a metalworking machinery 
firm, “‘a survey of customers disclosed that over half 
preferred to receive monthly statements.” And a few 
firms find that elimination of statements would result in 

“very little reduction in our clerical costs, because they 
are a by-product of our postings to respective accounts.” 


DISCOUNTS AND TERMS OF SALE 


Only seventeen out of 251 firms reporting on this 
point have changed their terms of sale during the past 
year. In nine of these firms, discounts and the length of 
collection period allowed for payment have been in- 
creased, while in the eight remaining firms the opposite 
is true. 

A number of companies report that they occasionally 
depart from their customary terms of sale by allowing 
their customers extra time in which to settle accounts. 
Some, in order to secure particularly attractive orders, 
are prepared to offer a small cash discount in addition to 
their standard terms. Such concessions take into account 
the specific circumstances involved, such as the need for 
and the size of an order, the customer’s financial condi- 
tion and past credit experience with the customer. 

Except for several firms, reporting companies do not 
contemplate any change in their terms of sale during the 
remainder of 1957. Cooperators frequently mention that 
any change in terms would be difficult “‘unless they are 
in line with the terms offered by our competitors and 
other suppliers.” 

Current terms of sale of participating companies are 
listed in table 3. 


CARE AND VIGILANCE 


Looking ahead, the president of a metalworking ma- 
chinery firm concludes on this note of caution: ‘“‘while 
we expect business failures to rise this year, it is nothing 
to become unduly concerned about. We will maintain a 
careful watch on our collections rate and be on the alert 
for the weak accounts.” 

James C, APICELLA 
G. CLarK THOMPSON 
Division of Business Practices 


Business Forecasts 


(Continued from page 268) 


standing of the need for reinvestment of profits and his per- 
sonal action as a citizen in helping to maintain an economic 
climate which will lend incentive to further investment, may 
well be a controlling factor in determining the ability of the 
steel industry to keep pace with America’s expanding needs. 

“‘ ‘Tn the current quarter,’ he said, ‘we are experiencing some 
decline in demand for certain steel products. Over-all steel 
demand, however, is still very strong when compared with any 
period except the peaks. 
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“There is every indication that 1957 will bea good year for 
steel . . . with total production coming very close to the high 
tonnage of 1956—give or take a few percentage points,’ Mr, 
Blough said. Last year’s output was 115-million tons; the 
record i is 117-million tons in 1955. 

“Tt is also anticipated that by 1975 there will be 10 million 
more families in America than there are today. ‘So, this in- 
crease of nearly 25% in the number of families adds up to the 
use of a lot more steel,’ Mr. Blough asserted. 

“Other factors include the fact that the spending power of 
the average American family has risen consistently over the 
years—after making full allowance for the rise in prices and 
taxes. 

“The large expansion program of the steel industry itself, 
too, will generate and support jobs in the industries that will 
build equipment, as well as those which manufacture products 
of steel. . . .” 


Apparel 


Jesse W. Levison, executive vice-president, Kirby, Block & 
Company (as reported in the New York Herald Tribune, 
May 6)—“‘Jesse W. Levison . . . believes that retail sales on 
a country-wide basis will top earlier expectations during the 
last six months of 1957. He reports that many merchants 
already have revised their figures upward. They are, he adds, 
aiming not only at increasing their volume but also their 
profits. 

“There are many factors guiding this turn in events, Mr. 
Levison reports. Two stand out: (1) inventories are in excel- 
lent shape; and (2) consumer sentiment is perking up. Con- 
tinuing, he says: 

** “Consequently, stores will be in the market for new goods 
in a big way. This will help to maintain production at high 
levels. Then, with personal income rising, consumers also are 
likely to spend more freely.’ 

“Mr. Levison declares that much of today’s improved 
sentiment stems from the ‘whirlwind finish’ of April business, 
which placed combined March and April sales in many stores 
from 5% to 15% ahead of the like two months a year ago. 

“Moreover, he says, opinion is ‘almost unanimous’ that 
May also will close with good gains over the comparative 1956 


TOU 
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The Journal of Commerce (May 6)—‘‘Most outerwear and 
sportswear manufacturers reported higher dollar volume and 
greater net earnings in 1956 as compared to the previous 
year.... 

“Of the manufacturers contacted, 69% said that dollar 
volume was higher, with the average gain reported at 15%. 
Most of these producers said that more frequent style changes 
and increased promotion brought about the improved volume 
picture. 

“On the other hand, 17% reported unchanged volume, while 
14% said that volume decreased. Varying weather conditions 
around the country were given as the reason for the lower 
figures. 

“The net earnings figures after taxes and reserves fell pretty 
much in line with the volume percentages. Comparing 1956 
with the previous year, 62% reported high earnings, with gains 
averaging 14%. The remaining manufacturers were equally 
divided between those reporting unchanged figures and 
those reporting declines, 

(Continued on page 302) 
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2. To this was added $4.7 billion in new appropriations, making 
available a total of $14.0 billion for use during the quarter. 

3. Of this total, $3.0 billion was either spent or committed and $0.1 
billion in appropriations were canceled. 


A, This left a balance, or backlog, of $10.9 billion at the end of the 
first quarter. 


Fuil reports were submitted by 542 companies, a new 
high in industry cooperation with the survey. 

This is the fourth report in a continuing series on 
capital appropriations being conducted by Tur Con- 
FERENCE Boarp under the financial sponsorship of 
Newsweek magazine. The initial study, presented in The 
Conference Board Business Record for October, 1956, 
developed in detail the broad purposes of this survey, as 
well as some of its limitations. The numerical data in the 
present report supersede those of the earlier reports 
because of revisions and other technical factors ex- 
plained later. 


A LEVELING OFF IN APPROPRIATIONS 


The 491 companies furnishing information for all nine 
quarters to date—all of 1955, 1956, and the first quarter 
of this year—reported a 1% decline in appropriations 
newly approved in the first three months of this year as 
compared with a year earlier.! This is in striking con- 
trast to the significant year-to-year declines previously 
reported in the two preceding surveys. 

These companies also experienced a rise in backlogs 
during the quarter, as opposed to declines in the two 
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previous quarters. During the first quarter of 1957, the 
cooperating companies reported a $1.1-billion increase 
in backlogs. This was equal to the backlog increase in 
the first quarter of 1955, but less than the increase of 
$1.6 billion during the first quarter of 1956. 


« - » AND IN CAPITAL OUTLAYS? 


These findings now point strongly in the direction of a 
leveling out of capital expenditures by large manufac- 
turing companies in the months ahead. In the two previ- 
ous reports, which highlighted declines in appropriation 
approvals, the emphasis was on the slowdown of the 
capital goods boom. 

The boom, it should be remembered, had reached im- 
pressive heights. From the first quarter of 1955 to the 
first quarter of 1957, capital outlays by manufacturing 
concerns increased 74%, according to the Commerce- 
Securities and Exchange Commission Survey. The re- 
spondents to the Board’s quarterly survey reported an 
85% hike over the same period. 

The relative strength indicated by the rate of ap- 
proved appropriations in the first three months of this 

1The quarter to year-ago quarter change in new appropriations 
as reported by these companies was —1.4% as compared to —5.4% 
estimated for the top 1,000 companies. For the durables group, the re- 
ported decline was 21%, compared with the decline of 28% estimated 
for the durables companies in the top 1,000 concerns. For nondurables, 
the reported increase was 15%, against 18% as estimated for this sector 
of the universe. The emphasis in this report, as it has been in the pre- 


vious studies of this series, is almost entirely on the figures for com- 
panies supplying data for all quarters 


Table 1: Estimated Capital Appropriations for the Thousand Largest Manufacturing Companies, Quarters, 1956-1957 


Millions of dollars 


1st Q. 
1956 


Estimated for Top Thousand 


As Reported by Respondent Companies 


a i | fa fa fa | 


All Manufacturing y 
Approved capital appropriations outstanding at first of quarter. 
Capital appropriations newly approved or authorized in quarter. 
Approved capital appropriations committed or spent during quarter 
Approved capital appropriations canceled during quarter......... 
Approved capital appropriations outstanding at end of quarter. . 


8,330 
4,951 
2,889 


10,268 


[Capital expenditures made during quarter...............+.. 2,224 

Durable Goods Industries ; y 
Approved capital appropriations outstanding at first of quarter.| 5,062 
Capital appropriations newly approved or authorized in quarter.| 2,526 
Approved capital appropriations committed or spent during quarter | 1,666 
Approved capital appropriations canceled during quarter ........ 69 
Approved capital appropriations outstanding at end of quarter..| 5,857 
[Capital expenditures made during quarter. .........-.++e000- 1,140 

Nondurable Goods Industries : 
Approved capital appropriations outstanding at first of quarter.| 3,268 
Capital appropriations newly approved or authorized in quarter.) 2,425 
Approved capital appropriations committed or spent during quarter | 1,223 
Approved capital appropriations canceled during quarter......... 55 
Approved capital appropriations outstanding at end of quarter..| 4,411 
1,083 


[Capital expenditures made during quarter............++++++- 


Based upon 542 respondents 
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2nd Q. | 8rd Q. | 4thQ. Ist Q. | Ist Q. | 2nd Q. | 8rd Q. | 4thQ: | 1st Q. 
1956 1956 1956 1957 1956 1956 1956 1956 1957 
10,269 | 10,541 | 10,072 | 9,347 | 6,071 | 7,717 | 8,202 | 7,916 | 7,455 
3,648 | 2,611] 3,060} 4,682 | 3,533 | 2,768 | 1,968 | 2,307 | 3,478 
8,258 | 2,927) 3,625| 2,968 | 1,817 | 2,208 | 2,187 | 2,687 | 2,191 

137 140 221 134 71 92} 100) 167 8&2 
10,534 | 10,081 | 9,299 | 10,899 | 7,715 | 8,193 | 7,929 | 7,427 | 8,636 

2,942 | 3,087] 38,830] 2,987 | 1,500 | 2,016 | 2,074 | 2,659 | 2,075] 
5,863} 6,082] 5,648] 5,417 | 3,585 | 4,338 | 4,721 | 4,457 | 4,372 
1,991} 1,090} 1,769} 1,824] 1,686] 1,513} 778} 1,337 | 1,350 
1,776 | 1,892) 1,983) 1,454} 910] 1,104} 980) 1,365 | 1,058 

60 73 85 59 29 35 61 68 31 
6,021] 5,651] 5,397] 5,738 | 4,834 | 4,714 | 4,464 | 4,359 | 4,638 
1,544] 1,651] 2,187] 1,604] 698] 976] 1,011} 1,399 | 1,049] 
4,406} 4,509] 4,424] 38,930 | 2,486 | 3,379 | 3,480 | 3,460 | 3,082 
1,657 | 1,521} 1,291] 2,858 | 1,848 | 1,255] 1,190) 969] 2,129 
1,482) 1,686) 1,692) 1,515 | 907) 1,104 | 1,157 | 1,272 | 1,183 

77 67 186 78 42 57 50} 100 61 
4,513 | 4,430} 8,902] 5,160 | 3,381 | 3,479 | 3,466 | 3,068 | 3,998 
1,398] 1,437] 1,692] 1,884] 802] 1,040] 1,063 | 1,260 | 1,026] 


Industry totals may not add up because of rounding 


Source: Tun ConrereNncr Boarp 
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year should dispel some of the doubts about the level of 
capital spending in the months ahead. The survey now 
points to a leveling of capital spending at a very high 
plateau. Present findings thus indicate that manufactur- 
ing capital spending will be a strong sustaining force in 
the economy, at least for the near term. The high level 
of appropriations and the steadiness of cancelations 
give no indications of an imminent downturn in capital 
goods spending by the manufacturing sector. 


A MORE THAN SEASONAL RISE? 


Although the change in direction of appropriations on 
a year-to-year basis suggests that capital outlays are 
leveling off, there still remains the problem of interpret- 
ing the significance of seasonal appropriation fluctua- 
tions. In the prior reports, we suggested that the appro- 
priations changes in the third and possibly the fourth 
quarter of last year represented more than seasonal de- 
clines. The evidence now at hand points to a more than 
seasonal increase in appropriation approvals in the past 
quarter. 

While the firmness of these interpretations must 
await the calculation of seasonal indexes, the following 


quarter-to-quarter percentage changes in new appro- 
priations appear to support this view: 


I-Il H-tll IHI-IV IvV-I 


5 
1955 1956 1955 1956 1955 1956 ieee 1906 


All manufacturing. —17 —20 3 —29 26 16 eon 49 
Durables manufac- 


turing? >. (nes 4 — 6 7 —49 27 72 #6 —4 
Nondurables manu- 

facturing. <a. = —33 —32 —2 —5 2% -—-—19 62 119 
Excluding petro- 


leum companies 
All manufactur- 


ny airs 9 —30 30 21 9 13 


manufacturing 6 —9 15 9 87 —%8 13 51 

As previously reported, new appropriation approvals 
declined more from the second to the third quarters of 
1956, and increased less from the third to the fourth 
quarters, than over the corresponding periods of 1955. 
This time, however, new appropriations rose more from 
the fourth quarter of 1956 to the first quarter of this 
year, than over the corresponding periods a year earlier. 
The nondurables sector has been responsible for this 
latest development. 


The Story in Brief 


This is the fourth report on the continuing quarterly 
survey of capital appropriations among the 1,000 largest 
manufacturing companies which THE CoNFERENCE 
Boarp is conducting under the financial sponsorship of 
Newsweek magazine. (Reprints of the three previous re- 
ports are available upon request.) 


New Appropriations Stabilize .. . 


Newly approved capital appropriations in the first 
quarter were down 1% from the rate reported in the first 
quarter of 1956. From the fourth quarter of 1956 to the 
first quarter of 1957 new appropriation approvals rose 
49%, while the increase in the same period of last year 
was 31%. Thus new appropriations, which normally rise 
from the end of one year to the beginning of the next, 
have shown a more than seasonal increase. 


. . - While the Backlog Gains Narrow 


Approved appropriations outstanding at the end of the 
first quarter were 12% higher than a year earlier, the 
lowest rate of year-to-year increase yet reported. Al- 
though the rate of gain has declined, it is nevertheless 
true that appropriation backlogs were at peak levels at 
the end of the first quarter. 


Durable Goods Industries are Down... . 


Durables manufacturers, as a whole, reported a decline 
of 21% in new appropriations from the first quarter of 
1956 to the first quarter of 1957, the third successive 
quarter in which new appropriation approvals were be- 
low the same period a year before. These recent declines 
followed heavy appropriation approvals in the first half 


of 1956 relative to the same period of 1955. The narrowing 
of the gain in backlogs was more evident for the durables 
group, with a backlog rise of only 7%. 


. « » While Nondurables Report Increases 


The soft-goods sector appropriated at a rate 15% higher 
than in the first quarter of last year. The upward push in 
this group has been largely owing to the influence of the 
chemicals industry and also to the continued rise of 
petroleum appropriations. The backlog gain for nondur- 
ables group was a more favorable 18%. 


The Totals 


At the beginning of this year, the appropriation back- 
log among the 1,000 largest manufacturing companies 
was estimated at $9.3 billion: 


Plus: Newly approved appropriations 
Equals: Total appropriations available 
during quarter 
Minus: Appropriations committed or spent 
during quarter... t een eel ee 3.0 billion 
Minus: Cancellations of approved 
approprighons. 55 24.5 vc aka eee 0.1 billion 
Equals: Backlog at end of first quarter 10.9 billion 


$4.7 billion 


14.0 billion 


The results of this survey suggest, at least in dollars, 
no significant downturn in capital outlays in the months 
immediately ahead, although differing trends will ap- 
parently obtain in the durables and nondurables sectors. 
However, with the relatively small increase in backlogs, 
capital spending, now more than ever in the past two 
years, depends on the rate of current decisions to spend, 
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Table 2: Newly Approved Capital Appropriations for Respondent Companies, First Quarters, 1955-1957 


Millions of dollars 


Durable Goods Industries 


Womdurable Gronds Industries: oo. xo. cc uliis on cncaacdvecessendebidn 
erway PARAS oi Sas 02a EN be se So's ahd ga wow des Sdan. 
boutons pronuctac’ fait. aed. s . Uehic et gc cetoves ee utoeane s 
ape an Lie, Products: . sido oko. cs cds sci oe cob sce ele ads 
ehenicuts artdialliedsproducts...t.. eitocas cs sickds «sess ce haere 
euolenm avdveoal producks: 55. fhe. sree eee aes cis cose « 
Enver productsier 14 cotati ome acre) ikssfrarais ike niSS nih aiaielle s RBi9 * 
Other nondurable goods products®. ............. 00. e cece eevee 


RUS TA er Sele) (8) "ale # To ¢.ius0) 19) s) Wealie euailale wie! © v\[6)is 9 wiles pale t,(6, 6,0. 6.0 


; me) em re) Sarena e) Th! eee ie! es0).0)s)le/'s shales) © (ee) ville 8) eaLane,.e 


Sepa Sle 2.80) mye Vue ® 10: 610) 6) o.0) oes) Sie Wale 6 Sun bere rele 


g® 10 ie (neha ¢.9).0,0..8).9).0 @ 0 'a.9 0.0 ime @ 0.10, 0) 66 1016) 010. 9) 0 


First First First % Change % Change 

Quarter Quarter Quarter 1957 over 1957 over 
1955 1956 1957 1956 1955 
2,400 3,362 3,316 — 1 38 
1,027 1,548 1,221 —21 19 
423 468 451 —A4 tf 
114 dete 117 —A9 3 
91 188 165 —12 81 
95 122 145 19 53 
136 276 149 —46 10 
88 159 88 —A5 0 
4A 68 67 — 2 52 
86 40 38 — 6 6 
1,872 1,814 2,095 15 53 
67 84 89 6 33 
59 93 35 —62 —Al 
103 190 130 —32 26 
182 294 488 66 270 
961 1,041 1,267 22 32 
40 92 62 —33 55 
10 20 25 25 150 


Based upon 491 respondents. Industry totals may not add up because of rounding 
1 Including motor vehicles 


Source: Tae ConFERENCE BoarpD 


2 Includes lumber products, furniture and fixtures, instruments, ordnance and miscellaneous manufactures 
3 Includes apparel and related products, tobacco, leather and leather products, printing and publishing 


Careful examination of the data at hand suggests that 
as far as new appropriations are concerned, the petro- 
leum industry characteristically appropriates more in 
the first quarter than in the other quarters of the year. 
In other words, many large oil companies tend to follow 
the procedure, perhaps more so than other industries, of 
approving an annual appropriation in the first quarter. 
Removing this important seasonal feature from the 
figures thus aids in a better interpretation of recent 
quarter-to-quarter changes. 

Even after excluding the oil group, the more recent 
fourth-quarter to first-quarter appropriation changes 
are higher than over the corresponding periods a year 
earlier. Again, the nondurables sector, excluding the oil 
companies, experienced a sharper hike in appropriation 
approvals this year than last. 


DURABLES COMPANIES DOWN 


However, the greater increase in new appropriations 
is true only for the nondurables group. Durables manu- 
facturers, as a whole, reported a decline in new appro- 
priations from the fourth to first quarters, as against an 
increase over the same quarters a year ago. This should 
be linked with the finding that new appropriation ap- 
provals by the durables group this year were down 21% 
from the first quarter of last year. 

The fact that there has been almost no change in new 
appropriations on a year-to-year basis and that there 
has been perhaps more than a seasonal rise in appro- 
priations from the fourth to the first quarters, suggest a 
picture of strength rather than weakness in the capital 
goods field. No imminent or significant downturn in 
capital spending is indicated by the survey. 

Backlogs at the end of the first quarter, however, 
were only 12% higher than the corresponding period a 
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year earlier. This narrowest percentage gain so far re- 
ported in the nine quarters now covered indicates that 
the forward momentum is now much more dependent on 
the current rate of appropriation approvals than on de- 
cisions made at an earlier date. 


PROFITS AND MARGINS 


Manufacturing profits, according to the Federal 
Trade Commission-Securities and Exchange Commis- 
sion’s “Quarterly Report for Manufacturing Corpora- 
tions,” were 1% lower in the fourth quarter of 1956 
compared with the same period a year earlier. As in the 
third-quarter comparison, the decline was confined to 
the durables group. In the first quarter of 1957, how- 
ever, preliminary manufacturing profit compilations 
by the First National City Bank indicate a 9% increase 
over the first quarter of last year. Profit margins appar- 
ently continued to decline. 

This continuation of the decline in profit margins 
should be placed in the perspective of manufacturing 
profit margin trends over the past two years: 


Net Profits, After Tax, as Per Cent of Sales 


1955 1956 
I ll WW IV I ll Wl IV 
Allmanufacturing....| 5.1 | 5.5 | 5.4 | 5.6 | 5.3 | 5.5 | 49 | 5.2 
Durables). @ cits suete oe 5.4 | 6.1 | 5.5} 5.8 | 5.5 |] 56.6 | 4.6] 5.2 
Nondurables........ 4.8 | 5.0 | 5.3 | 5.5 | 5.2 | 54 | 5.3 | 5.3 
Sources: Federal Trade Commission and Securities and Exchange Commission 


The indicated decline in profit margins for the first 
quarter of this year places the rate at the low point of 
the first quarter of 1955. However, profit margins of the 
nondurables companies have been better maintained 
than for the hard-goods group. This retardation in 
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Table 3: Outstanding Capital Appropriations for Respondent Companies, 
First Quarters, 1955-1957 


Millions of dollars 


Numbers cf Quarters of Commitments or 


a Spending Represented by Outstanding 
% Change % Change Aperopriations 
First First Cot 1 nett! aa Pdi 
juarter uarter 
cee. re 1957 1st Tan Ist ST Ist — 
All. Manufacturing........2.+0+-++0000- 4,606 7,472 8,369 12 82 3.7 os = 
Durable goods industries. ..........0++- 2,291 4,141 4,424 7 93 44 4. wd 
Primary iron and steel.............. 964 1,773 1,894 7 97 8.1 7:2 oS 
Primary nonferrous metals.......... Q37 551 658 19 178 4.7 7A : 
Electrical machinery and equipment. . 347 493 687 39 98 3.7 5.3 6.0 
Machinery, except electrical......... 175 237 321 35 83 3.7 3.3 4.0 
Transportation equipment!.......... 226 ATT 350 —27 55 2.8 2.0 2.9 
Stone, clay and glass products........ 226 417 324 —22 43 2.9 4.8 3.4 
Fabricated metal products.......... 54 122 105 —14 94 9.5 4.7 a4 
Other durable goods industries?...... 62 70 85 Q1 37 2.8 2.9 2.9 
Nondurable Goods Industries........... 2,315 8,332 3,946 18 71 $1 3.7 3.5 
Food and beverages................ 172 204 194 — 5 13 3.5 3.8 2.7 
Textile mill products............... 87 169 103 —39 18 3.6 4.4 2.5 
Paper and allied products........... 235 486 468 — 4 99 4.7 5.3 4.6 
Chemicals and allied products....... 484 839 1,473 76 204 3.6 4.7 5.7 
Petroleum and coal products........ 1,251 1,448 1,533 6 23 2.7 3.0 2.6 
IRubber productsse sence sce cece 73 168 143 —15 96 2.9 4.7 3.3 
Other nondurable goods products’... . 13 18 32 78 146 3.3 1.8 ra f 
Based on 491 respondents Industry totals may not add up because of rounding Source: THz CONFERENCE BoarpD 


1 Including motor vehicles 


2 Includes lumber products, furniture and fixtures, instruments, ordnance and miscellaneous manufactures 
§ Includes apparel and related products, tobacco, leather and leather products, printing and publishing 


profit margins may be directly related to the leveling 
off in capital appropriations. 


HALT IN LIQUIDITY 


The improved level of corporate profits in the first 
quarter of this year has apparently had a greater effect 
on liquidity than on capital appropriations. The drop in 
liquidity by manufacturing corporations which had 
characterized the earlier quarters of 1956 apparently 
came to a halt in the fourth quarter. As measured by 
the ratio of cash and United States government securi- 
ties as a percentage of current liabilities, manufacturing 
companies in the second half of last year were less liquid 
than at any time in the postwar period. To improve 
their liquidity position in the light of the leveling off in 
manufacturing output seems to have had an even higher 
order of priority than to step up capital goods spending. 


CANCELLATIONS STEADY 


The apparent improvement in liquidity may well be 
related to the trend in cancelations. A disturbing fea- 
ture of the fourth-quarter survey was a significant rise in 
cancelations. The first quarter’s cancelations of $130 
million for the top 1,000 manufacturing companies, how- 
ever, were considerably lower than the level of the sec- 
ond half of last year, though a little higher than the rate 
in the first quarter a year ago. The level of cancelations 
also does not indicate any significant changes in busi- 
ness optimism in the plant and equipment field. 


DURABLES DOWN, NONDURABLES UP 


The 1% decline in new appropriations reported by 
manufacturing companies in the first quarter of 1957 as 


compared with the year-ago quarter averages out a wide 
disparity in performance (see chart). First, the durables 
industries experienced a 21% decline in new appropria- 
tions relative to first quarter of 1956. This represents the 
third successive quarter in which the new appropriation 
approvals of the hard-goods industries were below the 
same period a year before, following extremely heavy 
appropriation approvals in the first half of 1956 relative 
to the same period of 1955. 

In contrast, the soft-goods sector appropriated at a 
rate 15% higher than in the first quarter of last year. In 
the five year-to-year comparisons now possible in the 
survey, the nondurables group had only one decline, 
that reported for the fourth quarter of 1956 compared 
to 1955. The record is indicated in the following table: 

Ist Q. 1955— 2nd Q. 1955- 3rd Q. 1955~ 4th Q. 1955- ist Q. 1956- 


Ist Q.1956 2nd Q.1956 3rd Q.1956 4th Q.1956 ist Q. 1957 
All manufac- 


Cuning eae 40 35 — 6 —14 ae 
Durables manu- 

facturing..... 51 36 —35 —13 —21 
Nondurables 

manufacturing 32 35 31 —15 15 


In appropriations, as in many other facets of business 
behavior, the nondurables sector is much less volatile 
than the hard-goods group. Yet it is a fact that the gain 
just indicated by the nondurables companies was only 
half that reported in the first nine months of 1956 as 
compared with the same period of 1955. 


CHEMICALS LEAD 


By far the largest appropriations hike reported by any 
industry in the first quarter was posted by the chemicals 
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Table 4: Capital Appropriations for Respondent Companies, 1955-1957, by Quarters 


Millions of dollars 
ee ee ee 
1955 1956 1957 


First | Second | Third | Fourth | First | Second | Third | Fourth | First 
Quarter |} Quarter | Quarter | Quarter | Quarter | Quarter | Quarter | Quarter | Quarter 


Approved capital appropriations outstanding at beginning of quarter.} 3,535 | 4,601 | 4,921 | 5,351 | 5,946 | 7,477 | 7,943 | 7,681 | 7,267 
Capital appropriations newly approved or authorized during quarter.| 2,400 | 1,983 | 2,042 | 2,575 | 3,362 | 2,686 | 1,912 | 2,225 | 3,316 


Approved capital appropriations committed or spent during quarter. .... 1,260 | 1,594 | 1,564 | 1,874 | 1,764 | 2,138 | 2,066 | 2,503 | 2,106 
Approved capital appropriations canceled during quarter............ 68 thy 62 106 69 8&9 98 164 &1 
Approved capital appropriations outstanding at end of Quarter. t-.. - 4,606 | 4,920 | 5,338 | 5,953 | 7,472 | 7,945 | 7,688 | 7,248 | 8,369 
[Capital expenditures made during quarter..................0000. 1,077 | 1,391 | 1,403 | 1,791 | 1,449 | 1,955 | 2,006 | 2,564 | 1,997] 


Durable Goods Industries : 
Approved capital appropriations outstanding at beginning of quarter.| 1,794 | 2,287 | 2,649 | 3,053 | 3,491 | 4,146 4,512 | 4,271 | 4,222 
Capital appropriations newly approved or authorized during quarter.} 1,027 | 1,068 | 1,145 | 1,454 1,548 | 1,450 739 | 1,270 | 1,221 


Approved capital appropriations committed or spent during quarter. ... . 615 692 701 962 872 | 1,055 927 | 1,256 990 
Approved capital appropriations canceled during quarter........... 15 20 25 57 27 31 48 65 80 
Approved capital appropriations outstanding at end of quarter..... 2,291 | 2,649 | 3,067 | 3,486 | 4,141 | 4,511 | 4,271 | 4,216 | 4,424 
[Capital expenditures made during quarter’... =.<........ ore 442} 527| 590| 814| 661] 936] 964] 1,329] 989] 


Primary iron and steel 
Approved capital appropriations outstanding at beginning of quarter.| 662 964 | 1,167 | 1,228 | 1,552 | 1,773 | 1,854 | 1,717 | 1,773 
Capital appropriations newly approved or authorized during quarter.| 423 378 259 649 468 401 164 A79 451 


Approved capital appropriations committed or spent during quarter... .. 119 175 195 808 247 817 299 415 829 
Approved capital appropriations canceled during quarter............ a 8 = 16 1 4 iy 8 1 
Approved capital appropriations outstanding at end of quarter..... 964 | 1,167 | 1,230 | 1,552 | 1,773 | 1,854 | 1,717 | 1,772 | 1,894 
[Capital expenditures made during quarter................000000- 107 157 166 241 192 288 Q71 471 325] 


Primary nonferrous metals 
Approved capital appropriations outstanding at beginning of quarter.| 173 237 267 393 409 553 903 842 729 
Capital appropriations newly approved or authorized during quarter.| 114 91 208 142 Q27 487 73 56 117 


Approved capital appropriations committed or spent during quarter. .... 50 64 76 122 78 180 134 157 185 
Approved capital appropriations canceled during quarter........... = 8 4 oe 6 9 1 12 4 
Approved capital appropriations outstanding at end of quarter..... 237 267 895 410 551 903 841 729 658 
{Capital expenditures made during quarter..............ceeeeeeee 46 50 62 82 5 96 116 140 156] 


Electrical machinery and equipment 44 
Approved capital appropriations outstanding at beginning of quarter.| 356 344 352 886 402 493 513 544 646 
Capital appropriations newly approved or authorized during quarter. 91 105 125 157 188 167 158 285 165 


Approved capital appropriations committed or spent during quarter..... 93 90 8h 125 93 1381/5120) |e 16on eto 
Approved capital appropriations canceled during quarter............ if i 8 20 4 uf 6 20 10 
Approved capital appropriations outstanding at end of quarter..... 347 852 885 398 493 513 544 646 687 
[Capital expenditures made during quarter................00000e- 79 Ludi 82 121 69 116 130 173 93] 


Machinery, except electrical ; ro 
Approved capital appropriations outstanding at beginning of quarter.} 129 178 187 188 190 240 225 219 259 
Capital appropriations newly approved or authorized during quarter. 95 74 61 76 122 67 68 152 145 


Approved capital appropriations committed or spent during quarter. .... 47 59 56 66 72 82 71 101 81 
Approved capital appropriations canceled during quarter............ 1 2 1 8 8 2 2 9 8 
Approved capital appropriations outstanding at end of quarter..... 175 190 192 191 237 223 219 262 321 
[Capital expenditures made during quarter..............:eeseeeee 46 52 50 69 61 77 67 97 84] 


Transportation equipment, including motor vehicles 
Nexnuient capital appropriations outstanding at beginning of quarter.}| 179 226 310 413 455 ATT 383 346 332 
Capital appropriations newly approved or authorized during quarter.| 136 286 294 251 276 112 101 161 149 


Approved capital appropriations committed or spent during quarter..... 82 197 182 204 Qhh 199 183 165 121 
Approved capital appropriations canceled during quarter............ 6 8 11 5 10 Re if 10 10 
Approved capital appropriations outstanding at end of quarter..... 226 807 410 456 ATT 883 844 831 350 
[Capital expenditures made during quarter..............+0+e+00- 76 87 117 147 146 188 | 206 | 225 173] 


Stone, clay and glass products jane 
eorirad nil ot orooriations outstanding at beginning of quarter.| 217 228 254 821 348 417 440 421 332 
Capital appropriations newly approved or authorized during quarter. 88 94 145 108 159 137 122 60 88 


Approved capital appropriations committed or spent during quarter. .... if : a oe 4 ef 11 “ te 2 1 ie ue 

Approved capital appropriations canceled during quarter............ 

Roceovdd tal sporoprnticds outstanding at end of quarter..... 226 | 255| 334] 3846) 417] 440] 421 | 828) 324 

[Capital expenditures made during quarter.............-..-.-.--- 43 60 Eakin Tiel Le kone S3 96] 
a a a 
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Table 4: Capital Appropriations for Respondent Companies, 1955-1957, by Quarters—continued 


Millions of dollars i 


a i ee 
1955 1956 1957 


First | Second | Third | Fourth | First | Second | Third | Fourth | First 
Quarter | Quarter | Quarter | Quarter | Quarter | Quarter Quarter | Quarter | Quarter 


Fabricated metal products 
Approved capital appropriations outstanding at beginning of quarter. 31 49 47 60 80 123 117 99 73 


Capital appropriations newly approved or authorized during quarter. 44 14 32 48 68 29 18 33 67 
Approved capital appropriations committed or spent during quarter. .... 22 16 19 26 26 33 27 62 3h 
Approved capital appropriations canceled during quarter............ - s * 2 = sd 6 1 i 
Approved capital appropriations outstanding at end of quarter..... 54 46 60 80 122 118 102 70 105 
[Capital expenditures made during quarter.............-+.-20000: 26 20 18 24 20 28 30 46 32] 
Other durable goods industries! 
Approved capital appropriations outstanding at beginning of quarter. AT 62 65 63 55 70 77 82 78 
Capital appropriations newly approved or authorized during quarter. 36 Q7 Q1 23 40 49 35 44 38 
Approved capital appropriations committed or spent during quarter..... 22 26 22 29 2h 43 27 43 29 
Approved capital appropriations outstanding at end of quarter..... 62 65 63 54 70 77 82 78 85 
[Capital expenditures made during quarter................-.+000- 20 24 24 28 QI 25 29 44 29] 


Nondurable Goods Industries 
Approved capital appropriations outstanding at beginning of quarter.| 1,742 | 2,314 | 2,272 | 2,298 | 2,454 | 3,331 | 3,431 


Capital appropriations newly approved or authorized during quarter.| 1,372 915 897 | 1,121 | 1,814 | 1,236 | 1,173 955 | 2,095 
Approved capital appropriations committed or spent during quarter..... Th 902 862 912 892 | 1,082 | 1,189 | 1,248 | 1,116 
Approved capital appropriations canceled during quarter............ 54 57 87 49 42 57 49 98 61 
Approved capital appropriations outstanding at end of quarter..... 2,315 | 2,271 | 2,271 | 2,467 | 3,332 | 3,485 | 3,417 ; 3,031 | 3,946 
[Capital expenditures made during quarter..............+++see00 635 864 812 977 787 | 1,020 | 1,042 | 1,235 | 1,007] 


Approved capital appropriations canceled during quarter............ 1 1 s 3 1 1 1 3 1 
Food and beverages 


Approved capital appropriations outstanding at beginning of quarter.}| 157 166 144 150 176 205 213 182 179 

Capital appropriations newly approved or authorized during quarter. 67 47 62 74 84 84 39 72 89 

Approved capital appropriations committed or spent during quarter..... 49 66 65 46 54 71 69 72 72 

Approved capital appropriations canceled during quarter............ 2D 3 2 4 2 2 4 4 2 

Approved capital appropriations outstanding at end of quarter..... 172 144 149 174 204 216 180 178 194 

[Capital expenditures made during quarter..................2005- 49 54 55 52 47 66 75 79 66] 
Textile mill products 


Approved capital appropriations outstanding at beginning of quarter. 66 88 114 126 115 169 155 139 112 
Capital appropriations newly approved or authorized during quarter. 59 53 389 29 93 85 33 21 85 


Approved capital appropriations committed or spent during quarter, .... 2h 30 86 38 38 49 48 46 42 
Approved capital appropriations canceled during quarter............ 14 ti 1 1 zg 2 1 1 2 
Approved capital appropriations outstanding at end of quarter..... 87 110 116 116 169 152 139 113 103 
[Capital expenditures made during quarter...................000. 18 25 32 37 36 42 AT 56 37] 


Paper and allied products 
Approved capital appropriations outstanding at beginning of quarter.| 182 234 249 340 389 481 489 463 443, 
Capital appropriations newly approved or authorized during quarter.| 103 95 146 146 190 97 123 ua, 130 


Approved capital appropriations committed or spent during quarter..... 50 71 70 85 92 89 149 115 101 
Approved capital appropriations canceled during quarter............ 1 tl 2 2 1 a 1 $ 4 
Approved capital appropriations outstanding at end of quarter..... 235 252 824 398 486 490 463 423 468 
[Capital expenditures made during quarter.................0ee00- 47 60 65 90 76 101 108 123 113] 


Chemicals and allied products 
Approved capital appropriations outstanding at beginning of quarter.| 506 488 525 557 734 840 | 1,008 | 1,254 | 1,249 
Capital appropriations newly approved or authorized during quarter.| 132 187 193 358 294 419 522 | 315 "488 


Approved capital appropriations committed or spent during quarter... . 136 143 157 176 179 

Approved capital appropriations canceled during quarter............ 18 7 4 4 10 ots ae a a 
Approved capital appropriations outstanding at end of quarter..... 484 524 557 735 839 | 1,008 | 1,260 | 1,249 | 1,473 
[Capital expenditures made during quarter..............0.eceeeee 128 139 140 186 171 220 227 281 241] 


Approved capital appropriations outstanding at beginning of quarter 765 | 1,250 | 1,151 | 1,022 9 
: ae I = . ’ ’ A 18 | 1,45 ‘ 
Capital appropriations newly approved or authorized during quarter.| 961 478 396 436 | 1,041 536 : Pr one oT 


Approved capital appropriations committed or spent during quarter 456 546 501 506 ee 
t atic spent during quarter..... 8 

Approved capital appropriations canceled during quarter............ 18 382 25 36 neh: "ts “a7 “30 

Approved capital appropriations outstanding at end of quarter..... 1,251 | 1,150 | 1,020 926 | 1,448 } 1,386 | 1,209 917 | 1,533 


[Capital expenditures made during quarter.................-.005. 364 540 


481 553 417 533 532 624 493] 
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Table 4: Capital Appropriations for Respondent Companies, 1955-1957, by Quarters—continued 


Millions of dollars 


Rubber products 


Other nondurable goods industries? 
Approved capital appropriations outstanding at beginning of quarter 
Capital appropriations newly approved or authorized during quarter. 
Approved capital appropriations committed or spent during quarter. ... . 
Approved capital appropriations canceled during quarter............ 
Approved capital appropriations outstanding at end of quarter..... 


[Capital expenditures made during quarter................0.0.005. 


Based upon 491 respondents. Industry totals may not add up because of rounding 


1955 1956 1957 


First | Second | Third | Fourth | First | Second | Third | Fourth | First 


Quarter | Quarter | Quarter | Quarter | Quarter | Quarter | Quarter | Quarter | Quarter 


59 75 168 129 
40 47 49 62 
25 38 61 43 
2 6 3 5 
73 78 163 143 
25 37 45] 
te Q1 
10 25 
4 12 
® 2 
13 32 


Source: THz ConrerRENcE Boarp 


1 Includes lumber products, furniture and fixtures, instruments, ordnance and miscellaneous manufactures 
? Includes apparel and related products, tobacco, leather and leather products, printing and publishing 


® Less than $500,000 


(Continued from page 294) 
group. This industry has had only one quarterly year-to- 
year decline in appropriations over the period under 
review. It must also be remembered that the chemicals 
companies had previously reported gains of over 100% 
in new appropriations in the first three quarters of 1956 
as compared with 1955. 

The upward push in capital appropriations by the 
chemicals group is highlighted by the comparison of 
first-quarter 1957 appropriations with those of the first- 
quarter of 1955. Over the two-year period, new appro- 
priations have increased some 270%. This is by far the 
largest gain posted in such a comparison of any industry 
included in our manufacturing survey. It is of consider- 
able interest that fifteen of the forty-one products and 
services listed by the Department of Commerce with 
historical rates of growth in excess of 20% per year fall 
in the chemicals industry. Apparently the drive for new 
products characteristic of this industry is continuing. 


HIGHER PETROLEUM APPROPRIATIONS 


The petroleum industry, one of the major capital 
goods spenders, also reported a sizable hike in appropria- 
tion approvals in the first-quarter. This industry, too, 
only experienced one decline, that in the fourth quarter, 
in the five quarter-to-quarter comparisons now avail- 
able. In fact, the oil industry’s first-quarter appropria- 
tions increase was the largest of all in the five possible 
comparisons from 1955 to 1957. The gains previously 
reported in the first three quarters of 1956 had been of 
modest dimension. The particularly favorable first- 
quarter earnings reported by leading oil companies, even 
though influenced by the Suez emergency, probably 
were an important factor. 

Aside from the miscellaneous group, the only other 


1 See the Survey of Current Business, April, 1957, page 9 
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soft-goods industry which posted a gain in the first 
quarter was the food group. This industry also had 
reported a decline in the fourth quarter and much 
greater increases in the first three quarters of last year. 


TEXTILES, PAPER, RUBBER DOWN 


Textiles had the largest decline in new appropriations 
in the first quarter of any group. This development 
would appear to be related to current production trends 
and an unfavorable current profits picture as portrayed 
by preliminary profit-and-loss statements. 

Both the paper and rubber industries reported a 
sizable decline in new appropriation approvals. For 
these industries, this was the third successive quarter in 
which new approvals were below the corresponding rate 
a year earlier. 

The question has been raised in recent months within 
the paper industry whether it has been overexpanding 
its capacity. However, the paper industry cooperators, 
as well as those in rubber, had reported a very sub- 
stantial increase in new appropriations in the first 
quarter of last year. 


NONELECTRICAL MACHINERY STILL UP 


Among the durables industries, only nonelectrical 
machinery producers continued to boost their appro- 
priations in the first quarter. Attention had been previ- 
ously directed to the continued hikes in appropriations 
by both the electrical and nonelectrical machinery 
groups. It would appear that only the nonelectrical 
group still finds it necessary to raise its appropria- 
tions, even following a very large fourth quarter. 

In the electrical machinery industry, however, with a 
very sizable increase in appropriations both in the first 
and fourth quarters of last year, it would seem that a 
catching-up period is the order of the day. 
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Distribution of 491 companies reporting higher, unchanged, or lower appropriations as compared with year-ago quarter 


past nine quarters have been classified into three cate- 
gories: those with increases from year to year in new 
appropriations; those with decreases; and those report- 


Chemicals and Oils Lead in New Appropriations 
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ing no change. The percentage distribution of the num- 
ber of companies in each of these categories is indicated 
in the following table: 


Per Cent Distribution of the Number of Companies with 
Higher and Lower Appropriations 


Ist Q. 1956-|2nd Q. 1956-|3rd : 1956—/4th Q. 1956—j1st Q. 1957— 
Ist Q. 1955 | 2nd Q. 1955 | 3rd Q. 1955 | 4th Q. 1955 | Ist Q. 1956 


All manufactur- 


ing 
Higherseea- a 63 55 50 47 53 
Lower cos. 35 41 45 50 46 
No change.... Q 4 5 3 1 
Durables manu- 
facturing 
Higher....... OF 51 47 49 46 
Lowerheniact 34 44 47 47 52 
No change. ... 2 5 6 4 Q 
Nondurables 
manufac- 
turing 
Higher....... 62 60 54 44 60 
Lower....... 86 37 43 53 39 
No change... . 2 3 3 3 1 


The pattern of the distribution of individual com- 
panies according to whether their appropriations were 
higher or lower for the quarter compared with the year-ago 
quarter is similar to the analysis in terms of dollar 
figures. First of all, the improvement in the first-quarter 
1957 comparison is evident. Second, it is also true that 
this comparison is not so strong as in the first-quarter- 
1956-—first-quarter-1955 comparison. Third, the con- 
tinued deterioration in the position of the durables 
companies is confirmed. Fourth, the improvement in the 
case of the nondurables companies in the first quarter of 
this year parallels the findings in terms of dollar totals. 


BACKLOG GAINS NARROW 


In view of the stability in new appropriations at a 
high level—a level in excess of the higher rate of capital 
spending or commitments—the outstanding approved 
appropriations at the end of the first quarter was still 
12% higher than the level a year earlier. However, the 
rate of gain, which started to narrow in the third quar- 
ter, and again in the fourth, is now the smallest of all the 
five possible comparisons. The following comparative 
figures of outstanding appropriations expressed in per- 
centage changes indicates this trend: 


Percentage Change in Outstanding Appropriations 


Ist Q. 1955—/2nd Q. 1955—/3rd Q. 1955—/4th Q. 1955—|1st Q. 1956— 
Ist Q. 1956 | 2nd Q. 1956 | 3rd Q. 1956 | 4th Q. 1956 | Ist Q. 1957 


Tiger ee 62 61 44 Q2 12 
Durables....... 81 70 39 Q1 ff 
Nondurables. .. . 44 51 50 23 18 


The narrowing of the backlog gain was much more 
evident for the durables group. This follows from the 
fall-off of new appropriations in the first quarter. For the 
soft-goods group, however, the narrowing of the backlog 
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Nondurables Appropriation Backlogs at New High 


Millions 


$ 10,000 
9,000 RATIO SCALE 


8,000 
7,000 
6,000 


TOTAL MANUFACTURING NONDURABLES 


\473 
CHEMICALS # 


F liient 


RATIO SCALE 
5,000 TOTAL DURABLES 
ee oa nas oe casies 


4000 Pa 


¢ 


a een ree ? 


Aap 


¢7 
3,000 TOTAL NONDURABLES 


2,000 


4 
eo” = TEXTILES 
o* ¢ eae 
2 a rs “See 


1,000 


ate 
; FOOD “4103 
DURABLES a7¢ & BEVERAGES 
ero 194 
658 72 mi ie 
RATIO SCALE / ‘wore PETROLEUM © 1,533 
FABRICATED Pitted nd 
NONFERROUS 4 pa_ METALS L251 se F a F 
METALS / iia ee As ‘Sa 
—_ \ 105 ae , 2 ye 4 
/ Fey « * é 
°7 vw 
ae 1055 1950 1957 


Olncluding coal products 


—— 
STONE, CLAY gain was less pronounced. As a result, their backlogs 
& GLASS At 324 showed more improvement than did the hard-goods 
637 group, as compared with a year ago. 
Among the hard-goods industries, backlogs at the end 
of the first quarter in the transportation (only automo- 
tive, however), stone, clay, and glass, and fabricated 
arcuate metal-products industries were lower than the corre- 
sds sponding period a year ago. In the machinery groups 
347 —— TO EBNG TRANSPORTATION and iron and steel and nonferrous metals, appropria- 
NA EQUIPMENT 4 tions backlogs were higher. 
7 pe eee 350 In the soft-goods group, only the backlogs in the 
7 324 chemicals and petroleum industries were higher than at 
/ NONELECTRICAL 7 the end of the first quarter of 1956. 
296 Jf MACHINERY 7 When comparison is made with the backlogs at the 
Ce eh end of the first quarter of 1955, however, most indus- 
tries are seen to be still operating with appropriation 
backlogs substantially higher than only two years ago, 


1955 1956 1957 with most industries reporting backlogs up over 50% in 
Including motor vehicles the two-year period. 
See Table 4 Source: The Conference Board The oil industry reported one of the smallest two-year 
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gains in appropriation backlogs, and far from the largest 
_ two-year gain in new appropriations. Yet this industry, 
_as far as new appropriations in the first quarter of this 
year are concerned, made one of the best showings. 
While the gain in backlog trends over the past nine 
quarters has narrowed, it is nevertheless true that the 


A Note on Coverage 


The survey coverage, as indicated in table 5, is at a 
new high. The 542 companies presently included repre- 
sent 72% of the assets of the top 1,000 manufacturing 
companies, a gain of three percentage points since the 
initial publication in the October, 1956, Business Record. 

Coverage is about the same in the durables and non- 
durables groups. Six industries have representation of 


Tabie 5: Assets of Respondent Companies as Per Cent of 
Total Assets, by Industry, of the Thousand Largest 
Manufacturing Companies 


SY NASTIEST 1 Bic tes ARR TOO 72% 
DUTGDIE GOOUS TOUSITIER © 5.0% b=. neh asst cee ec niles cee 71 
rivrrar ys Warr ava SECEL Sere piers, didi sus clots bale ce arante ew bo 96 
iBrimary,;nonterrous mietals.. 5 ahs ows owas oa Was Sod kts 96 
Electrical machinery and equipment................ 84 
Machinery, except electrical: . 20.0... oo... cee ce ene 68 
Perarsportabiomequipment’. ano ee. doce hace ees 40 
Stone, clay and glass products. .........-0.s00de00e08 90 
Wabricated metal products. 4.2... ducts. deci cee ac cescie 71 
Other durable goods industries?..................... 45 
Nondurable goods industries... .....0cceceeecccvccess 72 
Moan and) DEVETADES] oe, ss ale Oo ais olella Nisa oT ores ele eS 52 
TUSREUS CEU Sao Cire tip aa Ae Sere oe ea re 68 
[Paper aril allied) progductsy occ. cece cc. c nee nasa - 78 
Chemicals and allied products.................2005: 87 
Petroleum and coal products 2... 20.000¢00005 55005 74 
ewer, prodwetsn Auitet ont. cotee ete acide Oa ve cit ards 97 
Other nondurable goods products®.................. 53 


Based upon 542 respondents whose reports are summarized in table 1. The balance 
sheets phage which these assets were obtained relate to year end 1954, or the closest 
fiscal year to it : 

i Including motor vehicles ; ; , 

2 Includes lumber products, furniture and fixtures, instruments, ordnance and mis- 

Jlaneous manufactures 
ae Includes apparel and related products, tobacco, leather and leather products, 


printing and publishing 
Source: Tor ConFERENCE BoarpD 


84% or better, with three—iron and steel, nonferrous 
metals, and rubber—96% or better. 

Of the major groups, only the transportation equip- 
ment category is under 50%. Aside from this case, the 
coverage is weakest where relatively small companies 
represent a sizable segment of the top 1,000 company 
universe. 

The survey coverage is better in the larger than in the 
smaller companies. Respondents with assets of over $100 
million account for 77% of the assets of this top group. 
For the nondurables as a whole, the coverage of this 
$100-million-and-over group was even better (78%), 
while for the durables group, it was 75%. 


ee EEE Ey EEEEEEESEEINEEEE EERE 
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outstanding appropriations at the end of the first quar- 
ter are at a new peak (see chart). This is also true for the 
nondurables group. Among the industries, the following 
have reported an appropriation backlog uptrend over 
the past nine quarters: iron and steel, electrical ma- 
chinery, nonelectrical machinery, chemicals, oils, and 
the two miscellaneous groups. 


BACKLOG RATES LOWER 


With the higher level of spending and commitments, a 
leveling off in new appropriations, and a narrowing of 
the backlog gain, the rate of backlog at the end of the 
first quarter was lower than at the end of the corre- 
sponding period a year ago. The rate of backlog, it will 
be recalled, is measured in terms of the backlog at the 
end of the quarter divided by the expenditures or com- 
mitments during the quarter, to show at the present rate 
of spending or commitments for how many quarters the 
appropriation backlogs would last. 

As can be seen from the accompanying table, the 
decline in the backlog rates at the end of the first 
quarter compared with the same period a year ago fol- 
lowed a similar decline in the fourth-quarter comparisons. 


Number of Quarters of Commitments or Expenditures 
Represented by Outstanding Appropriations at the End 
of the Quarter 


1955 1956 1957 
Ist | 2nd | 3rd | 4th Ist | 2nd | 3rd | 4th Ist 
ee OR 1 Oia) Ro Re eae 
All manufac- 
iilbybi ta 5 Sao 3:7 | 8.1 | 3.4 | 3.2 | 4.2) 8.7 | 8:7 | 2:9 1-4-0 
Durables....... 44 | 3.8 | 4.4 | 3.6 | 4.7 | 4.3] 4.6 | 3.4 | 4.5 
Nondurables....| 3.1 | 2.5 | 2.6 | 2.7 | 3.7 | 3.2 1 3.0 | 2.4 | 3.5 


Despite the higher level of capital spending and com- 
mitments in the first quarter compared with the same 
period two years ago, the backlog rates are still higher 
than in the earlier period. Both the durables and non- 
durables groups reported a lower backlog rate of the end 
of the first quarter than a year earlier. The two ma- 
chinery industries had backlog rates higher than a year 
ago, as well as two years ago; the chemicals group also 
reported a similar trend. 


HIGHER CAPITAL GOODS PRICES 


The appropriation trends outlined in this report have 
to be viewed in the context of the rising price level of 
capital goods. In recent months capital goods prices 
have shown signs of leveling off. It is still significant that 
the Bureau of Labor Statistics wholesale price index for 
producers finished goods for manufacturing was some 
9% higher in the first quarter of this year than a year 
earlier. For March alone, this price index was 8% higher 
than a year ago. While steady in terms of dollars, it is 
clear that appropriations compared with a year ago 
indicate a lower level in terms of prospective physical 
volume. Further, much of the increase in appropriation 
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backlogs is also accounted for by the price increase over 


the past year. 
WHAT SURVEY SHOWS 


The findings of the most recent survey are basically 
somewhat more optimistic than those of the second half 
of last year. They suggest that at least in dollars no 
significant downturn is indicated in capital outlays in 
the months immediately ahead. However, differing 
trends will apparently develop in the durables and 
nondurables sectors. 

After three successive declines in new appropriations 
the hard-goods group will probably face a decline in 
their capital spending later this year. The soft-goods 
group, on the other hand, will apparently increase their 
capital outlays. 

Equally significant is the relatively small increase in 
backlogs. This means that capital spending is now, more 
than ever in the past two years, dependent on the rate of 
current decisions to spend. This could imply a greater 
reliance upon current business developments in near- 
term planning for plant and equipment outlays. With 
industrial production leveling out over the past seven 
months, even more attention will have to be given to the 
current flow of capital appropriations in appraising the 
outlook for capital goods spending. Our second-quarter 
report should therefore shed considerable light as to 
whether the leveling out of capital appropriations will 
continue. 

Morris CoHEN 
Martin R. GAInsBRUGH 
Office of the Chief Economist 


Business Forecasts 


(Continued from page 289) 


“Tn the meantime, manufacturers do not appear particularly 
enthusiastic in their prognostications for this year. Only half 
of them expect to see a higher volume this year, while 33% 
anticipate volume to equal 1956, and the remaining 17% be- 
lieve that declines are more likely. 

“So far, bookings for spring are failing to measure up to this 
early prognostication. Most manufacturers are finding sales 
running just equal with last year, with only 21% reporting any 
sales increases, and 29% finding initial books lagging behind 
the 1956 figures. 

“Current piece-goods stocks, in the meantime, are con- 
sidered normal by most cutters, although 31% say they are 
high and 21% report them as low. As for piece goods on order 
for fall, most manufacturers say they are also normal, but 
roughly 45% say that initial piece-goods orders are still low. 

“Most manufacturers have already introduced their fall 
lines, and the reactions of the next few weeks should present 
cutters with a better evaluation of their possible fabric needs.” 


Paper 


John H. Hinman, chairman, International Paper Company 
(as reported in The Journal of Commerce, May 9)—“With 
prices ‘firm’ and over-all demand ‘good,’ the outlook for the 


paper industry for the balance of 1957 is ‘one of subdued 
optimism.’ 


“That was the view expressed by John H. Hinman... 
who noted, however, that operations are not likely to match 
the ‘abnormal and unhealthy’ above-rated-capacity level 
prevalent during the eighteen months ended in mid-1956. woe 

«< From early 1955 through June, 1956, tight supply 
conditions existed throughout the whole paper industry. De- 
mand was running above expectations and customers’ orders 
were being met only by operating mills at rates well above 
rated capacity, 

“ ‘That is an abnormal and unhealthy condition. Tempo- 
rarily, it brings in something extra in the way of profits but in 
a growth industry it is desirable to have some margin of capac- 
ity over immediate demand with which to develop new busi- 
ness. Otherwise, you cannot realize your full growth potential. 

“ ‘By mid-1956 additions to the industry’s capacity, and the 
leveling trend noted in the demand for most grades of paper, 
resulted in an easing of this overtight supply condition in the 
industry, and brought about what we regard as more normal 
market conditions as we entered 1957.’ . . .” 


v 


Robert L. Travis, Cumberland Mills, and general secretary 
of the New England Shippers Advisory Board (as reported in 
The Commercial and Financial Chronicle, May 9)—“Paper 
production in the United States may be doubled in the next 
twenty years, Robert L. Travis . . . declared recently... . 

“Mr. Travis reported that paper and paperboard produc- 
tion in 1956 set a new record of 3114-million tons. He said 
sales approached $11 billion and consumption, including 
Canadian newsprint, was 3614-million tons or a per capita 
consumption of 435 pounds. 

“Mr. Travis stated that paper is America’s fifth largest 
industry and at the present time is the country’s third fastest 
growing industry. In the short span of the last two years, he 
added, paper production in the United States has increased 
ch Ace wees 


Textiles 


Max F. Schmitt, president, The Wool Bureau (The Journal 
of Commerce, May 9)—“In keeping with the long-term eco- 
nomic outlook of this country, wool’s prospects for the future 
are good. Our population is growing steadily, and people are 
living longer. More goods are being produced than ever before, 
and families have more money to spend. Department store 
sales are moving ahead, and consumer interest in soft goods is 
increasing. 

“One of the most hopeful signs to appear on the textile 
horizon in many years is the halt in the downward trend of 
clothing’s share of the consumer dollar. This was stopped in 
1956 for the first time in ten years, and was accompanied by a 
slight rise in clothing’s share of total consumer spending. . . .” 


Apparel 


Women’s Wear Daily (June 3)—“Retailers throughout the 
nation are expected to register an over-all average store-wide 
gain of about 4% for the last half of the year. . 

“For the entire year, predictions averaged out to about a 
3% increase. 

“Ready-to-wear was seen pacing last-half gains, with a 
nationwide average advance of 6%. Apparel budgets for the 
six-month period are even to slightly up. 

“Various factors were cited as a drag on hard-goods business 
and because of this it was felt that soft lines would gain an 


advantage and move strongly ahead of the durable cate- 
gories. ...” 
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SELECTED BUSINESS INDICATORS 


Chartbook 1957 
Page* 


March February 


Industrial production 
5 Total 1947-49=100 S 
Durables manufacturing .....| 1947-49=100 S 
Nondurables manufacturing 1947-49 =100 S$ 


Wholesale prices 
1 1 PAEISCOMUIMOGMI CB eae esc hate, /teetete @: s-elesss 316 Sweets ...-| 1947-49=100 
Indwstiial(commodities: <<. sc cclees seca cecie sree 1947-49 =100 
Farm commodities 1947-49 = 100 


13 1953=100 
1953=100 
1953=100 


Prices received and paid by farmers 
| 5 Prices received 1910-14=100 
Prices paid! 1910-14=100 
Parity ratio? 1910-14=100 


Employment and unemployment (Census)* 
Total labor force 0 Thousand persons 
17 — Thousand persons 
Civilian employment Thousand persons 
Nonfarm employment Thousand persons 
Unemployment Thousand persons 


Nonfarm employment (BLS) 
Total Thousand persons S$ 752,063 752,108 
19 Employees in nonmanufacturing Thousand persons S 735,132 735,128 
Employees in manufacturing Thousand persons S 716,931 716,980 
Production workers in durables manufacturing Thousand persons S r 7,609 r 7,663 
Production workers in nondurables manufacturing. .| Thousand persons S 5,460 r 5,462 


Average work week 
91 All manufacturing 
Durables manufacturing 
Nondurables manufacturing 


Average hourly earnings 
23 All manufacturing Dollars 
Durables manufacturing Dollars 
Nondurables manufacturing Dollars 


Average weekly earnings 
2 5 All manufacturing Dollars 
Durables manufacturing Dollars 
Nondurables manufacturing Dollars 


Personal income 
27 Billion dollars S A 
Billion dollars S A 
Billion dollars S A 


Instalment credit 
Extensions Million dollars S 
31 Repayments Million dollars S 
Instalment credit outstanding Million dollars 


New construction 
BOEAUE AE. CMeGige seleG 0 8%. este Sup se dia.ss Eafe ousted iach. stone Million dollars S A 
37 Total private Million dollars S A 


Private nonfarm residential Million dollars S A 


Business sales and inventories 5 Se 
Total inventories Million dollars S 
TED USAIES Gh Laas pase Rake Wise <lavoils Dawe feels ssehtlor de aad Million dollars S 
39 Manufacturing inventories .| Million dollars S 
Manufacturing sales Million dollars S 
Retail inventories Million dollars S 
Retail sales Million dollars S R 


Retail trade: Durable goods stores 
Inventories..... Se lec cn athe EE CRI Ae 4 Million dollars S 
41 ro es i ahs es ah” eee a Baexschant ste Million dollars S R 
Inventory-Sales ratio * 


Retail trade: Nondurable goods stores 
TTIVERLOLICS Hic ey peters « div othe iatets. ssi wis wie ale eters st SO Million dollars S Aas 713,060 
43 Million dollars S R ‘a. 710,604 
is Tamdiee S: 


Durables mfg.: Sales and inventories 
Inventories Million dollars S a. 730,190 
45 Sarena) perme ke beet sitet ive) Million dollars S ‘6. 114.726 


Inventory-Sales ratio 2.05 


durables nfg.: Sales and inventories 
Dera ventonel 2 Million dollars S a. 721,713 20,0016 
47 Million dollars S ‘a. ri4404 | 13,8015 
* : reel 1.45b 
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SELECTED BUSINESS INDICATORS (Continued) 


Chartbook 


Page* Series 


Merchandise exports and imports 
Exports®. . 
Imports , 
Export surplus incl. grant-aid shipments 
Export surplus excl. grant-aid shipments 


Federal budget receipts and expenditures 
Cumulative receipts 
Cumulative expenditures 
For quarterly data see below 

Money supply and turnover 
Privately held money supply 
Total demand deposits adjusted and currency 
Deposit turnover: New York City 
Deposit turnover: 337 other centers® 
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51 
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53 “ed ahem 


ee 


ee 


Bank loans, investments and reserves 
Investments? 
Loans? 
Excess reserves?® 
Borrowings?! 
Commercial, industrial and farm loans! 

Diffusion index 


Industrial production... 
Diffusion index 


ee eee sere ene 
55 66:6 0.0 (¢)8:.6. 00,19 0: 0\6 ie) Wel es! ere 
ee a 


a ee 6.10, 6100.6, 018.09 6 6 v0lee 6 6 6 6.0 8.6 6 6. pe 6 6 8 


ee 
ee 
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Eight sensitive business indicators 
Residential building contracts.............--22-05- 
Nonresidential building contracts 
New orders, durables 
Average work week 
Raw materials prices si ocvssctiel cs 0) shevais ayvisis.ecs 41 #1 auntie 
SCOCK PRICES INLCUESEL IAS ciaaareeratorentvehouciousleuccevelelessceusuee 
New incorporations....... 
Business failures 


ee ee ed 
CC 


CC ec 


Ce 


Chartbook 
Page* 


Gross national product 
7 Total 


Components of gross national product 
Personal consumption expenditures 
Change from previous quarter............2000- 
Government purchases of goods and services 
Change from previous quarter..............08- 
Gross private domestic investment. . 
Change from previous quarter 


ee ec 
CC a 


ee 


ee 


tee e eee 


CC er er 


Disposition of personal income 
AoOtAalspersoriall MICOME pai ieteleivie.cieisieraleleiels 
Disposable personal income...........eeeeeeeeeee 
Personal consumption expenditures 
Personal saving 


ry 


ers 


Net before taxes....... 
Net profits....... 

qlhax lia bilityieneerc ced steler 
Dividend payments 
Retained earnings 


a ry 
Ce 
Ce ed 
oo esses 
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ey 


| I | 


Business expenditures for plant and equipment 
DL Ota ia Qaraeid ns Ge oee arse eater 
Manufacturing industries..... 
Nonmanufacturing industries... 0... 0.c0scs0ueeues 


Federal budget receipts and expenditures 
RECEIPES ols. auccarsta enh staee a rteneveretancte 
EExpendituresidnjas- ci iscctee sume stese 
Cumulative surplus or deficit!® 
For monthly data see above 


eee tener 
seen eee 


Sources: Federal Reserve; Department of Commerce; Bureau of Labor Statistics; 
Tue Conrerence Boarp; Department of Agriculture; Bureau of the Census; Se- 
curities and Exchange Commission; Treasury Department; F. W. Dodge; Standard 

Poor’s; Dun & Bradstreet 

_1 Includes interest, taxes and wages. 2 Prices received divided by prices paid. 3 Be- 
ginning May 1956, data based on 330-area sample. 4 Excludes personal contributions 
to social security, included in components. © Includes wages and salaries and “other 
labor income.” © Includes grant-aid shipments. 7 Demand and time deposits adjusted 
to exclude U. S. Government and interbank deposits; and currency outside banks. 
8 Excludes Boston, Philadelphia, Chicago, Detroit, San Francisco, Lea Angeles and 


1957 
Unit - 
Aprilp March February April 
Million dollars n.d. 2,143 r 1,607 1,5826 
Million dollars n.d. 1,116 r 992 Ae 
Million dollars n.d. 1,027 y 615 3766 
Million dollars n.d. 897 r 493 
Million dollars 25,990 21,734 10,997 26,274 
Million dollars 23,409 17,422 11,838 21,010 
Billion dollars 219.5 217.2 F222 212.4 
Billion dollars S$ 136.0 y 134.1 134.1 134.4 
Tpcd 47.6 47.5 50.2 46.1 
Ts 2305 22.6 r 23.0 22.2 
Million dollars 60,004 58,551 59,305 61,257 
Million dollars 78,558 78,318 77,082 73,386 
Million dollars 305 Yr 117 282 459 
Million dollars 829 994 595 1,204 
Million dollars 31,393 31,078 30,270 27,718 
1947-49=100 S$ 145 146 146 143 
1S: —2.50 r—1.75 —1.42 EE 
ies) 44.95 | 7 47.45 49.20 54.62 
Thous. sq. ft. fl.sp. S 70,731 68,928 76,504 81,408 
Thous. sq. ft. fl. sp. S 40,978 63,227 65,681 54,540 
Million dollars S n.d. 13,602 713,979 13,3376 
Hours S$ 40.3 7 40:1 40.2 40.7 
1947-49 = 100 88.8 88.7 88.9 91.8 
1941-43=10 47.96 46.93 46.19 51.2% 
Number S 10,803 10,530 11,264 11,158. 
Number S$ 2,143 1,201 1,152 933 


IV 
Quarter 


Billion dollars S 
Billion dollars S 419. 
Billion dollars S 4. 


Billion dollars S 
Billion dollars S 
Billion dollars S 
Billion dollars S 
Billion dollars S 
Billion dollars S 


Billion dollars S 
Billion dollars S 
Billion dollars S 
Billion dollars S 


Billion dollars S$ 
Billion dollars S$ 
Billion dollars § 
Billion dollars S 
Billion dollars S 


Billion dollars S 


A 
Billion dollars S A 
Billion dollars S A 


423. 


A 
A 
A 


700 


270. 


NWOCRO 
PRUDORO 


PRE UNH 09 


PORN 
ROWN 
ONO 


A 
A 
A 
A 
A 


SOMNOwN 


—————_$ | 


Million dollars 
Million dollars 
Million dollars 


14,657 
16,362 
Ais 


New York. ° All member banks. 1° From Federal Reerve Banks, 1 Weekly reporting 
member banks. 12 Gross national product, less change in business inventories, 1 For 
fiscal year beginning July 1. R-series revised, S-seasonally adjusted. A-annual rate. 
a-anticipated, For the II Quarter of 1957, anticipated outlays are: Total, 38.00; 
Manufacturing, 16.88; and Nonmanufacturing, 2112. b-March, 1957 for monthly 
data, p-preliminary. r-revised, *End-of-month inventory, divided by sales during 
the month, + Debits (annual rate) divided by depssits. +t Diffusion index stated as 
the average duration in months of expansion or contraction, .a.-not available. 

Chartbook of Current Business Trends, (Third E tion), THe ConreRENCE Boarp, 
1957. Copies available to Board Associates on request 
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Studies in Business Policy 


. 82—Operations Research 

. 81—Company Insurance 

. 80—Public Relations in Industry 

. 79—Measuring Salesmen's Performance 

. 78—Industrial Engineering, Organization and Practices 

. 77—Forecasting in Industry 

. 76—Automobile Plans for Salesmen 

. 75—Researching Foreign Markets 

. 74—Atomic Energy Primer for Management 

. 73—Company-Sponsored Foundations 

. 72—Marketing, Business and Commercial Research in Industry 
. 71—Keys to Efficient Selling and Lower Marketing Costs 

. 70—Industrial Security:—II|. Theft Control Procedures 

. 69—New Product Development:—lI|. Marketing New Products 
. 68—Company Tax Administration 

. 67—Executive Expense Accounts 

. 66—Financial Management of Pension Trusts 

. 65—Managing Company Airplanes 

. 64—Industrial Security:—Il. Plant Guard Handbook 

. 63—The Corporate Directorship 

. 62—Controlling Capital Expenditures 

. 61—Techniques of Plant Location 

. 60—Industrial Security:—I. Combating Subversion and Sabotage 
. 59—Trends in Industrial Location 

. 58—Budgeting Expenses in Small Companies 

. 57—New Product Development:—II. Research and Engineering 
. 56—The Duties of Financial Executives 

. 55—Protecting Personnel in Wartime 

. 54Getting Defense Contracts 

. 53—Damage Control in Wartime 

. 52—Measuring Dealer and Consumer Inventories 

. 51—Protecting Records in Wartime 

. 50—Military Inspection in Industry 


In the May Management Record 


Individual Pay Adjustments for Supervisors—A survey of the pay practices of 
363 companies indicates that the large majority use rate ranges as a means of 
granting salary increases based on individual performance. And most of these com- 
panies use formal performance-appraisal programs to determine if a merit increase 
is warranted. 


Management and Union Policies in Collective Bargaining—A labor relations 
policy, as defined in this article, is an expression of a company’s or a union's basic 
belief concerning matters dealt with in collective bargaining. How such policies 
evolve and the four major policy areas—union security, organizing, wages, and 
management prerogatives—are considered in detail. 


Who Gets the Promotion?—The Caterpillar Tractor Co. has set up an electronic in- 
dexing system whereby all qualified employees can be quickly identified when a job 
opening occurs. How the employee qualifications index was originated and how the 
plan has worked out are covered in the article. 


University Courses for Executives—Sending the executive back to college so that he 
may become a more effective member of the management team has gained many 
adherents in the past few years. This article suggests a few "do's" and “don ts 
for the company that plans to send top personnel to one of the numerous university 
courses for executive development that are available today. 
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The Stage Has Three Cirel 


Economists assembled in a Conference Board Economic Forum recently examined the 
performance of three factors dubbed (a) wages, (b) costs, (¢) prices. The subject was 
inflation. Was one of the three performers out of step? stealing the show? near to running 
amok, or levitating out of sight? 
Ewan Clague, U.S. Commissioner of Labor Statistics, brought fresh facts 
and figures on productivity, wages and prices. . . . Albert Rees, Uni- 
versity of Chicago economics professor, showed what might be happening 
in a free market setting. . . . Regular Forum members detailed inflation 
(new and old), price pressures (derived and autonomous), necessary steps 
now, the long-term problem. . . . Martin Gainsbrugh, the Board’s chief 
economist, summarized findings. 


In the meantime, statisticians of the Board were studying factors, chartists were tracing 
relationships, economists were appraising historic movements against economic theories 
and laws. The result is 2 offerings— 


W hat economists think: 


WAGE INFLATION 


Studies in Business Economies, No. 56 


Chart portrayals and summations: 


LABOR COST AND INFLATION 


41st annual meeting chartbook 


These valuable contributions to one of the most important 
(and controversial) issues of the day have been mailed to 
Associates. Further copies of either (or both) are available 
as long as supply holds out. 


